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The present study is an attempt in applied research to examine the growth
of the public sector in a developing economy. All the analysis, from the
collection of the original data and its treatment, has been directed towards
the determination of the factors which contributed more significantly to that
growth, and to establishing its relations with the historical (economic,
political and social) events in a particular country: Portugal.
In the end, an interpretative scheme had to be evolved to explain the
phenomenon observed. However, apart from the relations which emerged, and the
value of the explanations advanced, there is a service for which we believe we
can lay claim; that of having taken the pains of collecting; and grouping the
thousands of items of the Portuguese government accounts since the beginning of
the century in categories suitable for the analysis of the economist; and this
did not represent the ndnor effort in our task.
Such a work had not been undertaken before, and no similar study, even of a
smaller coverage, or for a shorter period of time, existed. We hope it will
contribute to throw some light into the process of the transformation of the
Portuguese economy during the last six decades.
In presenting the data for the period aftex- 1930, it has "been possible to
find in an almost adequate form, a breakdown of the expenditures of the central
government into economic aim functional categories, in "Estatisticas Financeiras" -
a publication of the National Institute of Statistics. For the period up to
1930, we had no other solution but to go through the two annual volumes of the
original accounts of the state, which in their :,ld form, and in the expression of
the legislator who reformed them, "cost one thousand escudos, weight 12kg., have
•rt-
two thousand pages, and nobody reads them". In addition to that, data on
ii
expenditures which, by every meaningful criterion or definition of the public
sector belonged to that sector, but due to administrative or some other reason
had been excluded from the formal structure of the "unitary" budget and remained
scattered through a series of publications and reports (or not published at all),
had to be collected separately or obtained from the archives and through kind
co-operation of the bodies concerned. Now they are, at least, put together
and systematically classified. If the interpretations can be challenged, we
hope that the result of this effort of classification will remain, inviting new
explanations and further research. The first step has been done.
This work would not have been possible without the help, guidance and
co-operation of some people and. institutions. For them I truly feel a great
debt,
I am indebted, first of all, to Professor Alan T. Peaoock, who first suggested
the exploration of the subject and gave incentive and advice, and whose encourage¬
ment and criticism have been invaluable throughout all the stapes of the work.
I also profited extremely from the comments and suggestions of Mr. Douglas Dosser,
who accompanied the reparation of the manuscript along its different phases and
read it more than once, indicating weak points, suggesting developments, and
pointing out some slips. The discussions with Mir. Jindrich Veverka and his
experience in the field, proved also very helpful in the practical work of allocating
the different itens of expenditure through the various economic and Junctional
categories, as well as in ensuring comparability of data with the studies being
1
undertaken as part of the project on "Comparative Fiscal Systems",
1. A project being conducted by Professor Alan T. Peacock of the University of
Edinburgh, and Mr. Jack Wiseman of the Ikmdon School of Economics and Social
Science, umer the auspices of the Ford Foundation.
I am indebted to other members and friends of the Department of Political
Economy of the University of Edinburgh, as well, who read the manuscript and
made suggestions "which greatly contributed towards improving its form,and to the
members of the Political Economy Seminar of the University of Edinburgh whose
friendly criticism helped a good deal the revision of my ideas on many points.
None of them, of course, is to be held responsible for what I have written,
and for the faults that still remain. Without their help there sho sld be still
more.
I also wish to express ray appreciation for the facilities made available by
some institutions, and without "which this work would not have been possible.
The Calouste G-ulbenkian Foundation and the Portuguese Instituto de Alta Gultura,
with their grants, permitted me to concentrate my whole attention during two
complete years on this analysis. For their generous arid disinterested help 1 am
particularly thankful.
Finally, various public bodies and government departments and their staffs,
contributed to render easier the task of assembling the data needed. It is
difficult to name all of them here, but the General Direction of rublic Accounts,
the Administrations of the Harbours of Lisbon and Oporto, the Post Office, the
Commissariat for Unemployment, the Board of Export Promotion, and the "Pundos" of
Social Assistance and of Supply, deserve a special mention for their willingness
in assisting a transient student in the midst of their daily tasks.
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1. The Study of the Growth of the Public Sector and the Analysis of
Econoiiac Growth.
(A) Almost every writer who has dealt with the growing influence of the
state in economic life and the concomitant widening of the frontiers of the
public sector which has taken place in the last fifty years, acknowledges that
this extraordinary broadening of the sphere of the public economy represents one
of the biggest changes, if not the most impressive change, which has occurred in
1
the structure of the mixed economies of the Yvestern world since the turn of the
2
century.
The acknowledgment of the importance of this development, aid. of the
relevance of the study of the growth and changes experienced by the public sector
in a developing economy has focused the attention of economises on this phenomenon,
and created a good deal of interest on the problems of the public sector and of
its growth.
1. By the structure of the economy we mean the complex of elements arid relations
such as the institutional framework, the share of the different sectors and
branches of industry in the national product, the technical coefficients of
prodxiction, the capital-output ratios, etc., which are fairly stable for
short periods (i.e. one year or so). In contrast to other elements of the
system, such as the rate of interest and the ratio of gold and foreign
reserves to imports, they do characterise the ty e of economy rather than
reflect mere "conjuncture!" aspects.
2, William Ashworth, for instance, dealing vdtb the problem in his "A Short
History of the International Economy. 1850-1950", London, Longmans Green
and Company, 1959, says that "The change which took place between 1875 and
1950 in the relation between government and economic life is probably the
most fundamental of all changes in social organisation in the period", (p. 162);
and U, K, Hicks emphasises that in the seventy-two years which go from 1880 to
1952 there had been striking changes, but "In few fields, however, have the
changes been more fundamental than in that of public finance", (in: British
Public Finances> 1880-1952. Oxford University Press, 1954, p.1)
(B) 'Hie theme has such importance in the understarsding of the process of
change of the so-called "market economies", that it can well he placed among
the major problems of analysis which fall within the field of the student in
public finance.
The institutional and functional transformation which accompanies the
growth of an economy, cannot be properly understood without analysing the
nature of the forces which determine the alteration of the public economy
within the national econoiry, and of the changes brought about by this process
in the structure of the public sector. Hence the interest of the investigations
relating to the structure and the size of the public sector for the analysis of
economic growth. This, indeed, places the study of the relationship between the
growth of the public sector and the development of the economy among the basic
problems that call for the attention of the economist,
(C) The theme of the enlargenient of state action, expressed by its more obvious
manifestation - the increasing share of public outlays in national expenditure -
in the presence of phenomena such as urbanisation, industrialization, and the
growing complexity of the social organization, has received a good deal of
attention from economists since 1893, when Adolph Wagner formulated hir well-
known "law" of growth of public expenditures.
Since then, however, the problem has grown in importance arid acuteness.
Not only has the impact of public action upon the economy broadened considerably,
but also the interest which has developed around the theme of economic growth
has conferred on this impact considerable significance. The analysis of economic
growth has been closely concerned with institutional problems, and recent
discussion of theories of economic development has just emphasized the importance
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of a detailed study of the past behaviour of the aggregates which determine the
1
patterr: of growth.
At the same time that a study of the public sector's growth in more
rigorous terms was required, the improvement of the tools of macro-economic
analysis, which took place after the Second World War, and especially the
flowering of national income accounts and analysis, gave the economist the means
to carry this study considerably further. In particular, the estimates of the
national product over long periods of time (50 years or more), undertaken in
some countries, enabled the economist to go far back in the analysis of the
phenomenon, permitting him to draw a more precise relationship between its
manifestations and the growth of the economy.
2. The Analysis of the Growth of fee Public Sector and the hew Insight
of public tlnance.
(A) All these factors have contributed to some extent to the renewal of interest
in recent years among the students of public finance in the basic problem of the
determination of the wants to satisfy through the mechanism of tiie budget. But
while classical analysis looked upon this problem mainly from a normative or
1, See; A. T, Peacock and J. Wiseman, Economic Development and the Growth of
the Public Sector: The British Case .""Tgqo-I 955T(mimeoyraphedH In "a"
similar sense Domar points out: "Whether a satisfactory theory of growth in
the broad sense will ever be developed, I do not know. It certainly cannot
be created from models only. It requires a mass of empirical work",
(Essays in the Theory of Economic Growth. New ork, Oxford Economic Press,
1957, pfW Although Dornar is very critical of "blind extrapolations of
past events" and the "abuse of historical parallels", he considers the work
of the statistician the other source of material, in addition to that of the
model-builder or the theorist - which Hakes possible the work of the "sage"
in analysing economic growth. Our task here is mainly that of supplying
some of this statistical material.
1
prescriptive point of view, in which the welfare school insisted; modern analysis
tries to Judge state action according to more objective criteria. Not speaking
of some attempts to define an optimum level of state activity, deduced from some
debatable average or typical cases, the study of the size and pattern of public
expenditure in relation to the particular context of economic and social
structures in which they are observed, helps the determination of tne needs which
really tend to be satisfied by the state in given economic, social and political
conditions.
Instead of value judgements concerning the scope and limits of state action,
and of attempts to discover "laws" of universal validity, the analysis has been
directed towards the search of the functions that the state tends to fulfil in
certain historical conditions. This seems to be a valuable way of tackling the
problem of the functions of the state from a scientific point of view, and is
probably the most suitable way of dealing with the problem of the size and the
structure of the public sector for the purposes of the analysis of economic growth.
1. To be fair, we have to acknowledge that the latest attempts to establish a
"theory of optimal public expenditure" on the basis of modern welfare
economics tried to extricate themselves from the sinking sands of value
judgements taking as given a social v/elfare function embodying the problem
scientifically intractable of ethical preferences or that of interpersonal
comparisons of utility. See; Paul A, Samuelson, "The Pure Theory of Public
Expenditures", Review of -conomica arid Statistics. Vol. XXXVI, No, A,
November 1954, pp. 3&T-9; ' "A Diagramstic Exposition of a Theory of Public
Expenditure", same Review, Vol, XXXVII, lfo. 4, November 1955, pp. 550-6;
"Aspects of Public Expenditure Theories", saute Review, Vol. XL, No. 4,
Novenber 1958, pp. 532-8; Julius Margolis, "A Comment on the Pure Theory
of Public Expenditure", same T;e.view, Vol, XXXVII, No. 4, November 1955,
PP.347—356; and Robert H. Stroz, "Two Propositions Related to Public Goods",
same Review, Vol. XL, No. 4, November 1958, pp. 529-31.
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(B) But there is still another relevant change in the esphasis of the
analysis of the activity of the state to he noted in this context-: Namely
the change from the short-term to more long-run considerations. In effect,
the analysis of the impact of the state economic transactions upon the economy,
partly diverted the economists' attention from the short-run problems, on which
it had been concentrated after the great Depression ami the appearance of the
General Theory of Keynes, for a more long-terra insight. The action of the
state tended to he judged, not only by its effects on the conjuncture, but
also by its incidence upon the rate of growth of the economy.
This new development which appears to be gaining ground, will probably
contribute to a more suitable integration of the analysis of the short-run
effects of public income and outlays, on income, employment end prices, in the
long-term perspective of the result of budgetary policy on the economy. If so,
it is to be hoped that a more satisfactory inclusion of the public sector in the
1
models of economic growth will be obtained,
1. She attempts made up to now for introducing the state into the iaoufils of
economic development have proved rather awkward. (On that point see,
A, T, Peacock - 'The Public doctor and the Theory of conomic Growth", in
Scottish Journal of Political hconomy. February 1359, pp. 1 - 12.)
The most reasonable explanation for this fact is probably the innate
difficulty of treatment of public revenues and expenditures in such models,
but it is also due to the very fact that the theory of fiscal policy formed
the main centre of interest in the analysis of the transactions of public
authorities for the last twenty years, and that this was confined almost
exclusively to the search for the short-run effects of taxes, expenditures
and public debt, upon income, employment end prices, with an almost complete
disregard for their impact on the rate and pattern of growth of the economy.
And this arose principally because the analysis of the economic effects of
state budgetary operations developed basically as a response to the problems
raised by the Great Depression of 1930s., and the stimuli is given by Keynesian
theory to the study of the cycle. To that, one has to add the poor results
of the efforts of the theory of public finance in finding a solution for the
problem of maximizing social activity and in integrating it in a global
analysis of the economic effects of taxation, borrowing and outlays , (continued)
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(0) For all that, however, a better knowledge is necessary of the :fanner by
which the public sector reacts and fits into the phenomenon of the growth of
the econony; not only of the forms by which the state can accelerate the pace
of the growth of the economy, but also of the way in which it adjusts its own
pattern to the process of transformation inherent to that growth. This is a
kind of knowledge that cannot be obtained, but by historical and statistical
search of the factors that determine the growth of public sector and of the
changes experienced by its structure.
,ve say historical research, because the growth of the public sector is
essentially connected to the social setting ana the particular conditions of
time and place; arid we say statistical, because what is required for the
purpose of a convenient understanding of" the phenomenon, is not so much an
enumeration of the causes which contributed to produce it, but a search of the
impact of everyone of those causes or factors, and of the relationdiip between
tnem and the relevant historical events. And for that, statistical analysis
(because some kind of measurement is needed), supplemented by an economic
interpretation, is necessary.
1. (continued)
(For this argument vide: P. J. Strayer - "An Appraisal of Current Fiscal Theory"
in Aflifcriean economic Review. Papers and Proceedings, 1352 pp. 132 and seg.)
The prblic sector has shown itself to be as Domar points out - the most trouble¬
some element in the analytical models of economic growth (see; Assays in the
Theory of Economic Growth, op. ait. p.20), causing the majority of these models
to be constructed almost exclusively in terms of individual decisions. bee;
E. F» Barrod, "An Essay in Dynamic Theory", in L'oonogqc Journal. March 1959,
pp. '<4-33; and Towards a Dynamic Economics (London, Mactiillan and Co., 1948);
E, D, Doxnar, "Capital Expansion, Eate of Growth and Employment", Econometrica.
April 1956, pp. 137-147; and "Expansion and Employment", American Economic
Eeview, March 1947, pp. 34-35; E. Eisner - "Dnderemployinent, Equilibrium and
Eates of Growth", American Economic Eeview. March 1952, pp. 43-58; H. Pilvin,
"A Geometric Analysis of Eecent Grovrth Models", American Econoniic Eeview.
September 1952, pp. 594-599. We do not pretend to suggest that studies like
ours can contribute to a better treatment of the state in such models, but we
think they can help a better understanding of the true process of economic
growth and change.
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3. Need for Further Research into the Field of the Growth of the
Public Sector.
(a) In these means of combining quantitative research with economic analysis,
a wide ingestigation on the size, the time-pattern of growth, and the changes in
the structure of public sector along the time, has been unde taken on behalf of
1
the National Bureau of Economic Research in recent years.
The results of these investigations, and the attempts made by them to check
certain hypothesis regarding the growth of the public sector in the present
century, together with the analysis of some other economists working individually,
projected some light upon the nature and the aspects under which the phenomenon
appears. However, the test of these hypothesis in different economic conditions,
and the degree in which the factors represented as determining that growth were
operating in various economic and social settings, require a wider range of
investigations.
1, As part of this study, the N.B.E.R. has already published the following
analysis: Solomon Fabricant, The Trend in Government Activity in the
United States since 1900. New York, N.B.E.R., 1952; M. Slade Kendrick -
A Century and a Half of Federal Expenditures. Occasional Paper 48 (Revised),
hew York, 1955; Moses Abramovitz and Vera F. Eliasberg - The Growth of
Public Employment in Great Britain. Princeton University Press, 1957, and
another has been undertaken: Alan T. Peacock and J. Wiseman - The Growth of
Public Expenditure in the United Kingdom, 1890-1955 (N.B.E.R., 1358,
mimeographed).
2. See, namely: U. K. Hicks - British Public Finance - Their Structure and
Developiiient« 1880-1952, London 1954, and R. A. Musrrave arid J. M. Culbertson,
The Growth of Public Expenditures in the United States. 1890-1948. National
Tax Journal, June 1953.
8
Unfortunately, although the various aspects and manifestations of the
phenomenon of the growth of the public sector could be systematically examined
for some industrial countries, very little is known in relation to countries
1
•which are now starting their own industrialization. Many questions may be
asked about them on this point. Does public expenditure in those countries
follow a similar path of growth to those of industrial countries in their
process of development, or can we speak of a "demonstration effect" concerning
public expenditures? Is the actual composition (economic as well as functional)
of State expenditures in countries on the way to development, similar to that of
industrial countries when they were in a corresponding phase of development?
(If there is some sense in which one can speak of corresponding phases of
development in different epochs). In other words: in -what degree does the
temporal-pattern of public expenditure of the present underdeveloped countries,
and in countries in an intermediate phase of development, approach the observed
historical evolution of the same expenditures in industrial countries?
(b) This is a question to which only a series of empirical (historical) invest¬
igation can give an answer. Only the study of the phenomenon, through its
particular manifestations in countries of different structure and levels of econmic
development can help to provide an answer.
The discovery of the factors which determine the size and pattern of public
expenditure and the way in which they work in different historical situations, as
1. In actual fact, the only study which is known concerning the growth and
changes in the composition of public expenditures for a long period of
time in a country with a low degree of industrialization, is that of
Ernest P. Patterson, "The Extent and Pattern of the Expenditures of the
Argentine National Government", Public Finance. Vol. XI, XI year, (1356),
PP. 36-54.
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well as, of their relationship with the phenomenon of economic growth, is not a
type of analysis which can be developed abstractly, departing from sociological
premises, or proceeding by generalization of the results of observations in a
particular country or group of countries. It does not seem indeed, as Wagner's
law might lead one to think, that conclusions drawn from the behaviour of public
expenditure observed through different phases of growth in a modern industrial
country can be extended without further analysis to countries which are now at
different and lower levels of development.
Comparative analysis of the size of the public sector in relation to the
level of economic development, even in very general terms, and for relatively
short periods, can hardly be said to reveal an identity of response of the
public sector to the structural changes implicit in the process of growth of an
economy. On the other hand, they suggest the existence of important relations
between the development of the economy and the broadening of the sphere of state
action.^
Some relation seems to exist, but a relation that is neither simple nor
uniform.2
1. See, for instance; Harry T. Oshima, "Share of Government in Gross National
Product for Various Countries", American Economic Review. Vol. XLVII, No. 3,
June 1957, PP# 38*1-390 and Alison M. Martin and W. A, Lewis, "Patterns of
Public Revenue and Expenditure", in The Manchester School of Economic and
Social Studies. Vol. XXIV, No. 3, September, 1958, pp. 203-244.
2. On this subject, see the comparison made by Moses Abramovitz and Vera
Eliasberg between public employment in Great Britain and in the United States
for the period of 1900-1950 in The Growth of Public Employment in Great
Britain, already quoted, Chapter VII.
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The conditions in which the public economy has to operate have changed
greatly during recent decades, and it is a widely accepted fact that the lines
"bll
on which the economic growth of industrial countries developed through the XVIII
and XIXth centuries was very different from the patterns of growth of the non-
1
industrial countries of our time. A series of economic and non economic factors
which were unknown, or had little importance in the first decades of this century
and in preceding periods, are now acting with extraordinary vigour upon public
expendiures in most countries. How did these factors work under different
economic, social ard ideological conditions?
4. The Aim of the Study.
(a) The purpose of this work is to throw light on this point by means of an
analysis of the growth of public expenditures in Portugal since the beginning of
the century, and the study of the changes occurring in its economic and functional
composition throughout this period.
Such a study, relating to a European country with a basically agricultural
economic structure, which is now embarking upon a process of industrialization, is
perhaps, capable of clarifying some points left in abeyance by the analysis which
has been undertaken hitherto. Tire fact that Portugal did not participate in
World War II, and only partially bore the charge of maintaining its forces during
World War I (where it played a not very active part), should greatly reduce the
effect of wars on its public expenditures.
1. For that reason, the historical study of the conditions in which economic
development of industrial countries took place contributes to the under¬
standing of the nature of the phenomenon of the growth, but it helps only
in a very limited extent to find the way in which actual underdeveloped
countries can promote their own development. In a similar manner, there
is nothing to ensure that the factors which worked upon the size and pattern
of public expenditures in the past are operating in the same way on those of
the actual underdeveloped countries. In consequence, a special study of
their case is needed for drawing conclusions about them.
It is to be expected that the effect of wars - which has been presented as
1
one of the roost decisive factors of the growth of public expenditures in irmciern
times, be less perceptible in countries like Portugal, which did not find itself
involved in the struggle, and only partially felt its effects.
While it is certain that no country could avoid feeling the impact, direct
or indirect, of a war of the dimensions and the length of the Second World War,
its incidence upon public expenditures roust be very different in countries which
had to bear the expenses of joining battle, £ud. of proceeding at the arid to the
reconstruction of their domestic economies, from those wliich only felt its
effects through the changes produced by it in the world economy,
(b) But even in another aspect, the Portuguese case seems capable of providing
some interesting elements in the interpretation of the growth of public expend¬
itures and of the causes which, in the long-run, operate in this growth: that of
the influence of political factors and of the prevailing social pbylosophy.
After 1910 (the year in which the Republican regime was established) Portugal
knew two completely different periods regarding political conditions. lire first,
which went up to 1926, was a perrod of complete governmental instability, with an
attempt to adapt the country to the new republican institutions, and in which
Parliament exercised a considerable influence in the shaping of the budgetary poicy.
The second, wliich is still in force, has been one of exceptional stability, with a
wide concentration of power in the hands of tine Executive (particularly in budgetary
matters), the Finance Minister having an almost complete control on the expenditures
of all ministeries.
1. See; A. T. Peacock and J. Wiseman, Hie Growth of Public Expenditures in the
United Kingdom 1890-1955. op, cit.
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In that period, not only was parliamentary initiative concerning expend¬
itures completely abolished, but the financial system remained practically
unchanged,
A comparison of the behaviour of public expenditures in these two periods
will probably provide some evidence regarding the influence of political factors
upon the growth of the public sector,
(c) In the course of this second period, Portugal prepared and carried out its
first development plan and outlined the second,
"die analysis of the expenditures of the Government during the period of
execution of the first, and the forecasts regarding the second, will allow us to
appreciate the incidence of develop: ent expenditure, and of the idea of accelerat¬
ing the pace of growth of the economy, on the public outlays.
Finally, it is worth mentioning yet another factor. This is one peculiar
to Portugal (at least after the war) and. greatly influenced the development of the
public sector in the last quarter of the century. It is the adoption by the
Portuguese State of the particular type of political and social organization
called "corporative".
Apart from the short and only incipient institution of "corporations" known
by France during the Vichy regime, which were set up at MarSchal retain's instig¬
ation, the only realization of the "corporative" idea on a rational scale known
in modern times were the Italian, with the special colour which it received from
its association with the Fascism, and the Portuguese, now on the way of being
completed.
This particular form of organization, which aims to provide, not only a
different solution from that offered by the negotiation between pressure groups
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with clashing interests, to the problem of the relations between employees and
enterpreneurs, but to create a whole different set of relations between, the
various groups of interests in the nation, and between those and the State, has
deep implications for the structure of the public sector. It affects, not only
to a considerable extent the distribution, between the State aid that other taxing
power which is the Corporative Organization, of the re sources diverted from the
sphere of individual decision, but it also modifies the structure of the mechanism
of regulation of the economy. In reality, it transfers from the domain of private
decision to a particular sphere of decision - collective and semi-public - the
resolution of many a problem which in the ma jority of the economies are solved
either in a 3tr±ctly private way, or by public decisions.
The transfer of control from the private sector to the decision of the
Organisation of an amount of funds which almost offsets that of the revenue of
the central Government, cannot fail to have important affects on the economy, as
well as upon the development of the public sector, restricting its expansion and,
eventually, altering its shape, given the fact that certain functions that in other
countries a e fulfilled by the State are in Portugal carried out by the "Organ!aacao
Corporativa".
This phenomenon has not yet received, either in Portugal or in other countries,
an adequate treatment, and the few studies devoted in Italy to the so-called
"corporative finance"^neglected almost completely its economic aspects which are
the most important in our case.
1. Proa which the most representative are those of Professor fi manuele Morselli
on the Italian "parafiscalita" referred to in the Conclusions.
CHAPTER I.
EXELAIIA.TIOIIS Qg THE GROWTH OF TOE PUBLIC SECTOR
In this chapter we intend to examine the possible causes of the growth
of the public sector on the basis of previous studies undertaken in this field.
It aims to prepare the ground for the explanation of the growth and pattern of
the Portuguese public expenditure in the last sixty years. It will provide
hypotheses to be checked in the Portuguese case and it will certainly help to
pose the meaningful questions which are raised by this problem of growth.
In this study it seems to be useful to separate, as far as possible, three
distinct, though interrelated, aspects of the problem:
(a) that of the absolute growth of public expenditures
when an economy develops;
(b) that of the relative growth, i.e., the relation
between the rate of growth of public expenditures and
the rate of the growth of the National Product;
(c) that of the time-pattern of the growth.
This we shall try to do throughout our study.
1 • Is the Growth of Public Ixpenditure a Concomitant of Economic Growth?
(a) The first attempts to explain the growth of public expenditures in a system¬
atic way, involving a dynamic version of the process of determination of State
activity were, as is well known, those of Adolf Wagner and Henry C, Adams.
They are summarised in their laws of "increasing State activities among progressive
- 15 -
peoples" arid of "public expenditures for progressive peoples",
Wagner's formulation of the trend towards an increasing State activity in
a developing economy, is the best known of the two. His empirical verific¬
ation that the sphere of State action widened when an economy developed, and the
explanation given by him for this phenomenon, formed the most outstanding attempt
of classical thought to grasp the essence of the way in which the State acts,
and it embodied a model of the evolutionary process of the public sector. But,
however great the merits of Wagner's law might be, in directing the attention of
economists towards a phenomenon which obtained its full significance only some
decades later, and in the surprising realisation of his predictions, the validity
of his often quoted "law" remains circumscribed by the scope of the observations
2
which provided its basis, and by his political and philosophical assumptions.
1, Adolf Wagner, Grundlegung der Politichen Oekonomic. Leipzig, Erster Theil,
Zweiter Haibland. 1893. P« 894; Henry C, Adams. The Science of Finance; An
Investigation of Public Expenditures and Public Revenues, New York. Henry Holt,
"1898, Part 1, Book 1. Adains does not go further than to state that public
expenditure tends to expand with economic progress * hut Wagner suggests that
this increase is not only in absolute terms: a growing proportion of the
community's output would be allocated to the satisfaction of public needs.
2, In fact, Wagner's "law" is an example of arriving at a general conclusion
drawn from partial information without taking into consideration the limited
character of the evidence on which the conclusion was based. The fault
incurred by him was of taking part of a process for which it had been possible
to obtain statistical data and then, on the basis of some philosophical
assumptions, of extending the findings far beyond their limited context, and
of making them the subject of an empirical "law" for which unwarranted validity
is claimed. Iv&lthus' thesis regarding the growth of population, Pareto's laws
of the size-distribution of incomes and the long-term projections of the growth
of the capitalistic economies made by the Classical and the Marxian schools,
provide other outstanding illustrations of such overgeneralizations drawn from
limited segments of historical experience.
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However, criticisms of Wagner's law have been made, and it is not our
intention to enter into that discussion. However, there are good grounds for
making reference to the way in which Wagner conceived the process of growth of
public expenditure, as £>surt and parcel of the development of the economy, and
related it to a series of factors implied in that development: industrialization,
urbanisation, the increasing complexity of economic life, and the tendency towards
monopoly.
His explanation has still a value now-a-days, as is manifested in the renewal
(even if in somewhat different terms) of his argument by almost every writer who
2
deals with the problem. The main weakness of his argument lies in the pretention
of deducing a law of general validity from the observation of the data concerning
a number of countries with a similar structure and in a given historical epoch.
In contrast with him, we think that it is preferable to renounce any general
explanation of the phenomenon for all conditions of space and time and try to limit
its discussion to a precise historical situation.
With the limited knowledge we have of it - only for a short period of time -
3
scarcely a century and a half in the best of the cases, and for a small number
1. See: A. T. Peacock and J. Wiseman, Economic Development and the Growth of the
Public ector; The British Case 1890-1955. I.I.F.P.. Proceedings. 1959.
2. Some authors have spoken of "... the increased cost of government activities
necessary to maintain the social fabric", and "... the increased cost of
operating the economy, the other side of the shield of economic progress".
Simon Kuznets - "Government Product and National Income", Income and Wealth.
Series 1, Bowes and Bowes, Cambridge, "1951, p. 194.
3. Slade Kendrick's extensive study covers in fact a century and a half years
for the United States, but there is no similar study for other countries, and
the material used by him served to be very rough, mainly for the first 50 years
of the period covered by his study.
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of countries with rather similar structures - it does not seem that a formulation
which aspires to universality could be achieved on scientific grounds. For that
reason, we consider it more useful and feasible, by the very recourse to the
conclusions which are possible to draw from factual analysis, to restrict the
search to the behaviour of public expenditures in a given historical context:
that of the passage of an economy from the rural type, which was characteristic
4*V*
of all European countries in the first half of the XVIII J century, to the
industrial capitalism, which constitutes the prevailing type of economy in Western
Europe now-a-days.
If, in this particular context, it becomes possible to determine with reason¬
able precision the "perraanent" influences which have produced the growth of State
activity and the effect of historical disturbances on it, a contribution will have
been made to enlightening the process of growth of the capitalist economies in an
Important phase of their development.
There are good reasons for doubting the interest and validity of universal
laws such as those formulated by Wagner and Adams. First, if they mean that the
amount of public expenditure grows in the long run in absolute terms when the
community's output grows, without regard to what liappens to population and other
factors, those statements are barely interesting. In effect, on the basis of
available data, everything points to the fact that in the course of the growth of
an economy, none of its major sectors, including that of agriculture, suffered an
absolute contraction in the long run, whether expressed through the total amount
of prodtiction, or in output per head. On the other hand, it is to be expected
that the absolute level of public expenditure will tend-to rise when population and
per capita income grows.
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Under those conditions it would not be of great interest to establish a law
of growth of public expenditure in absolute terms.
If, on the contrary, what these economists wanted to suggest, as it seems
to be the case with Wagner, is that the relative importance of the State in
economic life, measured by the total amount of resources of the community which
are allocated to public uses, increases when the economy develops, such a formul¬
ation without further specification, appears to be too bold.
There is no evidence at ail that the action of the State in economic life
has been increasing continuously since man has come to live in politically
organized societies. On the contrary, historical analysis seems to indicate that
more intensive State action was known in the ancient Rome (where the State was
accustomed to fulfil functions such as distribution of wheat to the poor and the
organization of public spectacles, which were thereafter -unknown for centuries),
than in the Middle, and even probably, in the Modern Ages. But without going so
far back in time, and. confining ourselves to the XIX^ century, it does not appear
that the position of the State in the economy has been of uninterrupted growth.
Conversely, at least in Great Britain, -vdiere there was a strong feeling that
"government is best which governs least", it seems that for about half a century
1
after Waterloo, government played a diminishing part in economic affairs. There
exists some statistical evidence that, for two decades at least, public expenditures
were more or less stationary.
On the other hand, if we were willing to accept a general trend towards
uninterrupited growth of the share of the State in the nations' output, we should
1. See: William Ashworth, A Short History of the International ixsonomy« 1850-bp50.
London, Longmans, Green and Co., 1952, pp. 131-2.
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have to admit that the growth observed in the last sixty years was much greater
than all that occurred in the preceding nineteen centuries, at least judging by
the fact that at the beginning of the century public expenditures in modern
industrial countries did not exceed in general one-tenth or so of their national
product, while in recent years they amounted to about one-third in many of these
countries,
*
Whatever the circumstances may be, one thing is certain; the quick expansion
of the public sector, which makes the study of the phenomenon so ixaportant, is
essentially one of the present century. Arid even if the factors which determined
it are plunged more deeply in the historical past, it is that expansion which, above
all, demands an explanation. There is, in fact, a point which requires clear
explanation. Not only is it not a priori evident that we should expect public
expenditures to represent a rising fraction of national income, but it is important
to inquire whether the fast growth of the public sector which occurred in recent
decades was due to peculiar factors of that period, or was the result of permanent
influences that one must expect to continue,
(b) It is in this particular historical context of the emergence of industrial
capitalism, and of large-scale production units with urban concentration, that the
concomitant factors of economic development gain special relevance as part of the
explanation of the expansion of State activity, and the Wagner's argument fits
particularly well. But, even there, it does not give us the whole explanation of
the phenomenon and leaves without explanation important aspects of it, e.g. its
time-pattern.
It was quite reasonable, indeed, to expect that urbanisation, concentration
of the production in large units, growing complexity and interrelation of the
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economic and social life, lead to an- increase in the number of needs ■which could
he more properly satisfied collectively through the mechanism of the State than
Individually.
Not only does one of Wagner's main arguments - that of the need, for greater
expenditure on "environmental services" - fit perfectly -well into this context,
hut other important conditions work in the same sense,
1
First of all, as was already pointed out, the idea of economic growth is
associated with those of industrialization end urbanization, and "this requires
the institution of conrnon services such as roads, street lighting, public health,
etc., and the technical skill necessary to promote the growth of industry requires
2
particular attention to education".
The secular trend of the emigration of populations from the rural areas to
the urban ones, which was associated with the relative decline in agriculture and
the increasing importance of industrial production, has affected the activity of
the State in many mya. Inter alia it has raised the need for services such as
sanitation, waste removal, water supply, sewage, local transportation and recreation
parks, which were more or less unknown in rural areas. Industrialization also
increased the risks and dangers to which workers are exposed, and left those in
1. A. T. Peacock and J. Wiseman, Jkronoraic Development and the Growth of the
Public Sector; The British Case, 1890-1955. I.I.F.P., Proceedings 1959.pp•
2. Ibid., same page.
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advanced age under worse conditions.
In many cases the services required could only he supplied "by the State by
covering them through taxation, given the indivisible character of their
consumption. In other cases they -would be more efficiently fulfilled collectively
than individually end the allocation of resources improved if social interest was
taken into consideration.
Such are those activities like education, sanitation, and others, which
provide a direct separate benefit to individuals and, at the sane tine, produce an
additional benefit to society as a whole. For these activities, even if the
marginal private benefit of their services is positive, that benefit forms only
part of their total marginal utility.
Their social marginal benefit is greater than the private or individual one.
So, if those services were provided by private enterprises, they -would be produced
in quantities too small in terms of the optimum allocation of resources, since
private enterprises cannot but charge a price for the personal benefits the consumer
derives from them. Only a political body or collective authority can evaluate the
benefits society receives from such services and pay for them.
1. This refers only to the direct consequences of the technological and organiz¬
ational changes embodied in the process of industrialization and leaves aside
thus effects of the disintegration of the institutions and values of the old
societies which were strongly based on family and group loyalties.
With such a disintegration the family showed itself unable to carry out many
functions which depended upon its ability to discipline its members and to
compel them to contribute to the common good. The particular loss of family
control over its younger members results in a situation in which there is no
surety that care and affection lavished upon children will be reciprocated in
the parents' declining years, Consequently the need appeared for a "searching
and shifting of alternatives to determine who now should assume old family
responsibilities". On the development of this idea see; Fred Cottrell,
Energy and Society. (New York, McGraw-Hill Book Company, Inc., 1955) Chapter II,
on "Enlargement and Concentration of Political Power".
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In these cases, production on a profit-making or market basis, does not
ensure the optimum allocation of resources in tertns of social appreciation, end
its collective production can improve that allocation.
ihc number of services which enter into this category increases when people
live together.
But there were still other factors which were part and parcel of the
development of the econoay, or at least accompanied that development, which
cteterminal or favoured the growth of public expenditures. Thus the greater
longevity of individuals and the decline of the "birth rate, led to the ageing
of populations end, as such, accounted for the increase of outlays on old age
pensions. Greater instability ox"1 the conditions of work in industrial economies
and dependence on social factors raised new problems of assistance and social
security. The ixaprovement in the standard of living, leads to claims for better
standards of service. In addition to ell these factors, the growth of income
per head, leaving a larger part of revenue to spare, increased the taxable capacity
of contributors.
If these factors cannot explain by themselves why the share of public expend¬
itures in national income grew in almost every country in recent decades, they
supply a good argument to lead one to expect public expenditures to rise, at least
in absolute terms (and probably even in rela ive terras) in a phase of industrial¬
isation and of urban concentration of a country.
Since the risultiplying of collective or scc.ial waits (which according to a school
of thought in public finance forms the proper domain of State activity) is just the
result of life in organised societies, it is net surprising that the development of
closer relations between people - to which urban concentration le-ads - enlarge the
nUBfoaa and. the intensity of such wants.
Economic growth end the increase of the interdependence of various eooBomie
units also go together. Hot only does agricultural exploitation become more
dependent on the price mechanism and or* price fluctuations when its products go
to the market, but mutual dependence of different production units increases
when industry acquires importance and specialization becomes a necessity of the
2
system. Then, as S. Fairloan! points out, not only individuals become iccre
dependent of one another, but they also feel that increased dependence, .hid
that favoured the ci.ange of climate of opinion in the sense of a gsming claim
for government activity tc meet problems as diverse as sewage, public health,
resource preservation and developrant, economic regulation and public assistance.
The realisation of that Interdependence, together with the development of
social sciences and with a better knowledge of the conditions of life of populations,
strengthened the wish for the solution of mny problems through public action.
All this suggests, indeed., that the transition of an economy from the rural
stage to the industrial and urbanised one, and the rise in per capita iaeo&e, which
has accompanied it, produced an detention in the number and intensity of the needs
which required collective satisfaction, and hence, it exerted pressure in the sense
of increased public spending.
1. There is a strong suggestion that the development of urban civilisation brought
about by industrialization, generating a series of diseconomies by the fact of
concentrating large masses of population in limited areas, formed one of the
main factors accounting for the extension of the so-called "social" or
"collective" wants.
2. S* Fabrioant; Op, cit,, p, 144.
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That such a pressure exists, is suggested "by the results of the comparisons
between the share of public sector in national income of different countries in
different stages of economio development.
Such a comparison shows, in fact, that there exists certain relations
between the degree of economic development and the portion of the community's
1
output diverted to the satisfaction of public wants.
However, not only does the comparison in general terms of public expenditures
in countries with different per capita revenues and levels of development point
in that direction, but also comparisons of expenditures per head in different
American States show that inter-state differences in the level of public activity
are mainly explained by the operation of three factors related to economic develop-
2
ment: per capita income, degree of urban concentration, and population density.
But whatever the correlation between the level of economic development and the
share of total output devoted to public uses may be, it is obvious that the growth
of the public sector observed in our century cannot be fully explained in terms of
1, On this point see: H. T. Oshima, "Share of Government in Gross National
Product for Various Countries", American Economic Review. Vol. XLVII, June
1957; arid W, Lewis and Alison Martin, "Patterns of Public Revenue and
Expenditure", Tire Manchester School of "Cconomac and Social Studies.
September 1956, pp. 203-214.
2. See: Arnold Brecht, "Three Topics in Comparative Administration -
Organization of Government Departments, Government Corporations, Expend¬
itures in Relation to Population", Public Policy, Harvard University Press
1941; L. Elderberg, A. L. Horniker, B. Kaufman and C. D. Stewart, "Public
Expenditures and Economic Structure in the United States". Social Research.
February, 1936, pp. 57-77; and J. Berolzheimer, "Influences Shaping
Expenditures for Operation of the State and Local Governments", Bulletin of
the Iiational Tax Association. March, April, May, 1947; and also S. Fabricant,
op. cit,, p. 121 and seg.
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the action of the concomitants of economic development alone.
It is more or less granted that those concomitants played an important
part in the expansion of the activity of the State in almost every country. But,
as it is possible to see, even in the analysis accomplished by authors who tried
to explain that extension basically in terms of concomitants of economic growth,
2 3
as was the case of Fabrleant, and of Abraaovitz and V. Eliasberg, those concomit¬
ants supply only a partial explanation of the phenomenon, and leave without
explanation many facts such as that of the time-pattern of the growth.
The comparison of the evolution of public employment in Great Britain end
in the United Slates, for instance, if it suggests the war Icing of a powerful
common force - and it is difficult to dissociate it from the process of economic
growth in both economies - also shows that despite the similarity of the economic
and political institutions in the two countries, many differences of behaviour can
be noticed in their growth of public employment. These differences are not easily
1. The analysis undertaken by Fabricant still shows that urbanization only in a
very small extent contributed to the differences in the per capita expend¬
itures of the States considered, and that those differences are mainly
connected with the level of income, (See; Op. cit,, Chapter VI. especially
pp. 123 and foil.)
2. S. Fabricant, The Trend of the Government Activity in the United Sta.tes since
1900. Sew York, N.B.E.R., 1952, op. cit., especially pp. 148 to 152.
3. M. Abramovitz and Vera F. Eliasberg, The Growth of Public Employment in
Great Britain. Sew York, N.B.E.R., 1957.
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reconcilable with the relative levels arid pace of economic development.
As a conclusion, it appears that the farthest we can go without abandoning
the strict ground of factual analysis, is to state that a good deal of the factors
which operated in the sense of broadening the sphere of activity of the State, and
hence the growth of the relative importance of public expenditures in the national
2
product, was closely x*elated to the process of economic development.
But the enlargement of the public sector to the extent we noticed it in this
century, and particularly its tine-pattern, cannot be fully explained by the mere
operation of such factors.
Unless we are prepared to accept a pure materialistic interpretation of the
historical process in Marxist terras, explaining all developments of the political
and ideological superstructures, as well as events such as wars, as determined by
the economic structure, it is difficult to see how to explain the growth of the
public sector by the action of economic factors alone.
Economic and non-economic forces appear to be operating all the tine, so as
to exercise a pervasive influence on government activity, both having been inter¬
related Find acting as joint causes.
1. On this point see Chapter II. of the book by Abramovitz and T. Eliasberg, op.
cit,, especially the conclusions drawn up at pp. 128-129 about the comparison
between the United States and Great Britain.
2, "The developments underlying oxir economic growth disturb the security of
individuals and groups ... and posed serious social and economic problems of
adjustment and protection; ... multiplied problems of monopoly and industrial
relations and finance; created new and enlarged old costs involved in the
operation of urbanized society; .., spurred demand for the services -
educational., recreational, health - that expanded with increasing income, and
further swelled the number of activities in which the private return, but not
the social return, compares favourably with its cost." S, Fabric ant, op. cit.,
p. 149.
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2. The Enlargement of the Public Sector - A Joint Result of the
Operation of Different Kinds of Factors*
(a) Departing from this conclusion, it does not seem to be of great interest
to discuss whether the growth of public expenditure was the result of changes
involved in the process of economic growth, or if it has to be explained, in
part at least, by factors exogenous to that growth, such as wars and ideological
revolutions.
Whatever the position we assume - either considering social philosophy and
the international situation as a by-product of the economic framework, or
admitting that they are only conditioned, but not determined, by economic instit¬
utions and their operation - any distinction between factors related and non-
related to economic development is extremely difficult and debatable.
Must what Schumpeter called the "growing hostility" to the system of private
enterprise and the predisposition towards "interventionism" and increasing regul¬
ation and protection, be considered a result of economic development?
And roust we consider in the same way the raising of the nation's standards
of responsibility for the welfare of the people, which stimulated the production
of new services to meet the multiplying of collective wants? Whatever the view
we adopt, it is doubtful that such a distinction can help to interpret the data of
1
the analysis in order to obtain a more consistent explanation of the phenomenon.
1. The mental operation consisting in the separation of the elements which
intervene in a given process in endogenous arid exogenous, depending on whether
or not they enter into the system of mutual determination which is being
considered, has shown itself extremely useful in the task of model building,
where the main purpose is to reach simplicity and a high level of abstraction.
But since this distinction depends on the delimitation one makes of the field
of analysis, and even on the length of the period, when time is considered, it
often does not reveal adequate when one' s purpose is to explain what really
happenedj instead of looking for some kind of operational scheme.
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(la) In our interpretive scheme - if it is necessary to have one - relative
growth of public expenditure, as well as that of public employment, and of the
use of capital by the public sector, can only be fully explained by the operation
of a series of factors of different nature, acting sometimes simultaneously and
sometimes in succession. It was the combination of those factors which, in our
view, produced the extraordinary expansion of public activity during the last
half century*
In Great Britain, as well as in the United States, it seems that a lag
took place between the change in the structure of the economy - which created a
pressure in the sense of the extension of State activity - and the ideological
transformations which sanctioned that extension.
When the 19th century drew to a close, as Abramovitz and V. Ili&sberg point
out, the role of government in Great Britain, as well as in the United States, and
most other countries, was still small by modem standardsj but "1890 does not
represent the beginning of the great changes which in the next sixty years would
1
produce a multifold increase in the share of the labour force used by government".
Conversely everything seems to suggest that the structural changes which took place
in the econony, and which prepared the ground for the subsequent expansion of the
public sector, had begun far earlier.
It was in the course of the 19th century that Great Britain acquired its
2
characteristics of industrial and urbanized society. For some time, however, a
number of forces, prevented the government from meeting the new needs created by
1. Op. cit., pp. 8-11.
2. In 1890, indeed, agriculture and forestry occupied no more than 10% of total
labrrir force of Great Britain and 62f of the people of England and Wales
lived in urban areas with a population over 10,000.
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the emergence of the industrial capitalism through a gradual extension of its
activities. However, the legal transformations which contributed to that
1
response had begun long before.
There are various signs that in Great Britain and the United States, the
public sector began at an early stage to feel the effects of the change intro¬
duced by industrialisation and urbanisation.
Nevertheless, "as the century opened with people largely against government
interference and paternalism", the social aid political environment ms to form
for a long time a strong factor in limiting the expansion of public expenditure).
Consequently, some influences which even ware apparent a. long time before the end
of the 19th century, could not fully work themselves out before the second quarter
of this century.
All through the 19th century, the growth of the urban centres called for new
facilities to meet their needs of water supply, sewage, street police and fire
protection, as well as for a number of iiealth measures. The prevailing views
about the duties of the State, however, prevented the public sector from meeting
many of those needs as far as they became apparent. It was only in recent decades
that some forces which for a long time had contributed to check the increase of
public expenditures, began to weaken, mainly through the effect of the change in
the distribution of political power.
TJp to 186',', indeed, the franchise was very limited in Great Britain, and only
those who possessed some property could vote in Members of Parliament, and till
1, Namely the Parliamentary Reform Act of 1832, which broadened the franchise
and adjusted the distribution of the seats to that of population, making
Parliament a more responsive organ of public opinion; and the Municipal
Corporation Act of 1835.
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1884 "the universal suffrage of the householder was not known.
Even after the extension of the franchise by the legislation of 1867 and
1884, various decades were required for the labour organization to acquire any
real political power*
Coinciding with the alteration of the balance of political power, the
prevailing conceptions about the duties of the State were gradually modified.
The Benthamite ideal and the laisser faire concept began, not only in Great
Britain, but also abroad, to fall into disfavour and a climate of opinion which
demanded growing intervention by the State in the social and economic fields, was
created in its place.
A number of social aims such as a guarantee of national minima of income,
medical assistance and education, and the reduction of the risks of industrial
capitalism, which were vigorously expressed in the programmes of socialist parties,
received wider acceptance throughout the century.
(c) Idany of these viewpoints received considerable support from Keynesian thought.
The Keynesian school gained ground amidst the crisis of confidence in the power
of warket forces to ensure automatic economic stabilization which was brought about
by the Great Depression and it spread the belief in the possibility of reducing
unemployment and economic instability through adequate governmental action.
A number of factors may serve to explain the fact that only in recent times
1. The acceptance of the principle "one man, one vote" which is basic to the
political organisation of democratic societies, was not without significance
for changing the equilibrium in the balance of power where the rule "one
pound, one vote" had given rise to a quite different distribution of power
in society.
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has the State net many needs that had. been felt for a long time. It is a
characteristic of "collective" wants, that although they are felt by individuals
in the same way as "private" wants, it is only collectively that they can be met.
And since they must be met through the budgetary mechanism they need to be
politically expressed. For that, various conditions are necessary, such as the
knowledge of the extent of the problems which caused them, the means for solving
them by the government, and the political power to give active expression to
those means. In the 19th century, almost none of those conditions was fulfilled.
The social sciences, which could supply knowledge on the conditions of life, and
show the social origins of much of the people's suffering, were still in their
Infancy at the beginning of the present century, and regular information about
those conditions was extremely scarce. So, even in relation to problems socially
as repugnant as generalized unemployment, it was very difficult to determine with
precision their relative magnitudes as well as their causes and remedies.
In these circumstances, social responsibility for many evils resulting from
the system of social organization was difficult to establish and still more to
1
present in conclusive terms.
It was the accumulation of factual information about social conditions and
its collection in a systematic way, associated with the development of the economy
and of the other social sciences, which made it possible to determine the origin
and the nature of the problems and to propose a cure. It also led to the confer¬
ment on the State of the responsibility for fighting against the misfortunes which
1. Unemployment caused by cyclical depressions has been observed since, at least,
the middle of the 18th century, but as Abramovitz and V. Eliasberg note, a
clear relation between both facts was not established till the end of the
19th century, and only after 1930 the measures proposed to combat depressions
gained wide support. (Op. cit., p. 23)
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originate social maladjustments.
Tine jnultiplication of studies like that of Charles Booth's Life and
Labour of the people of London, by the impression they produced in influential
circles, greatly contributed to the abandonment of the position of non-intervention
in the face of social problems. Furthermore, they armed social movements with
powerful arguments, which gave substantial political support to their claims.
In connection with this series of transformations in the structure of the
economy and the social life by the events of the present century, we should also
mention the difficulties felt in the economy after the First World War as a
consequence of the financial strain that followed the armed conflict, and which
disorganized the economic life of various European States. They revealed the
shortcomings, if not the total inadequacy of orthodox economic policy, in over¬
coming depressions and galloping inflation.
The emergence of heavy unemployment, mainly during the Great Depression,
forced the State to extend its activities with the aim of restoring stability, to
provide temporary relief for unemployed workers, and to extend, the system of
social insurance. ISany expedients to protect industry and trade from fluctuations
1
of economic activity were then introduced.
1. The impact of the Great Depression upon the ideas on public expenditure and
fiscal policy, mainly in the United States, are well documented by the contrast
between the proposed policy of the defeated President Hoover in 1933 and that which
the Roosevelt Administration was compelled to follow. In the Spring of that year,
with more than 20 million unemployed, President Hoover fought for a balanced budget
which he called an "absolute necessity", "the mast essential factor to economic
recovery", "the imperative and immediate step", and "the first necessity of the
Nation", and which he proposed to enforce by cutting further expenditure and levying
a Federal sales tax. When President Roosevelt was elected, the plea was still for
greater economies in the public sector. Nevertheless, events proved so strong,
that the new Administration, after starting with a tight control of expenditures,
abandoned its attempts to balance the budget and allowed fOfc of Federal exp nditures
to be covered by borrowing in 1934# Thereafter, government borrowing was firmly
introduced as a tool of fiscal policy to combat unemployment. (See; R, W. Lindholm,
Public Finance and Fiscal Policy. New York, 1950, pp. 574-575, and Arthur M.Schlesinf
The Crisis of the Old Order. Boston, Houghton Mifflin, 1956, p. 232.)
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Two other historical facts have proved decisive in that change of
attitude regarding the scope and the level of public activity. The success
of economic regulation which had been experienced during the First World War,
and the introduction of the socialistic regime in Russia.
The latent forceswhich were to expand the activity of the State into new
fields, gained considerable strength with the experiencecf the wors and the
adjustment of the economy to the problems of peace.
The First World War had already demonstrated the feasibility of governmental
regulation of the distribution of resources; World War II, with its almost total
mobilization of the resources of the nation, lias fully revealed that possibility.
Although it was generally felt that the system of controls during the war
years was not compatible with the working of the institutions of a democratic
society in normal times, it has been acknowledged that a more intensive government
intervention during the Second World War enabled the cost and sacrifices of the
war among different social groups to be distributed more equally.
But more than that, the two great wars exercised profound and lasting
influence upon the activity of the State by releasing forces which demanded a more
sirenous governmental action to diminish differences in the living conditions of
various classes. They operated mainly as a catalyst of political forces and
social ideas leading to a revision of the current conceptions of the functions of
the State in a free society.
At the same time, the Russian revolution showed that the organisation of a
whole centralized economy, and the overcoming of many difficulties initially
supposed insurmountably were at least, feasible. Afterwards its material
achievements spread the idea that socialism was a practical means of meeting many
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of the problems for modern societies and suggested that a greater degree of
government intervention and planning might ensure a better utilisation of
resources in economy. In this way it was instrumental in forcing democratic
governments to i&ake a strong effort to oppose sociaii&ia by a "positive programme
of democracy",
l'hus, a sex-ies of factors of different kinds seem to have been operating
towards the expansion of public activity in recent decades.
Summarising our ideas, the emergence of industrialization and urbanization,
associated with the change they roduced in the structure of the economy, gave
rise to a number of needs which required public action. However, experience
showed that the mere existence of those needs did rot provide a sufficient
condition for immediate expansion of public expenditure, A lag occurred between
industrial development and urbanization, and the provision of public facilities
to meet the new needs. Subsequently, a number of independent or exogenous factors
combined in their influence with the concomitants of economic development to
produce a cliange in the accepted political philosophy, and to produce the expansion
of government activity which followed.
In their concatenation they appear to have been linked in the following way:
industrialization, urban development and increasing interdependence of the markets
and of the economic units, give rise to a number of needs which were difficult, if
not impossible, to meet privately. Many of these needs could not be met gradually
as they appeared, because of the imperfect knowledge of their social origin and the
inadequacy of political support resulting from the distribution of political power.
It was the better knowledge of the problems raised by the emergent structural
change, and of their social origin, as well as of the means of solving them
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by collective action (supplied lay the development of social sciences) which,
associated with the shift in the "balance of political power, made possible a
considerable extension of State activity.
Some historical events, such as the two World Wars and the establishment of
collectivism in Russia, also worked as a powerful external influence in addition
to the x recess of economic growth and to its concomitant factors in producing a
strong global, effect on the share of public expenditures in the national income.
3. Technological Change and the Growth of Public Expenditure.
(a) Another factor which has sometimes been presented as having contributed to
the growth of public expenditures in this century, and which requires a separate
analysis, is that of the technological change which accompanied the development
of the economy.
There is no doubt that certain alterations in technique brought about some
increase in the cost of public services or peoduced new needs, as was the case in
the development of the means of transportation. But, it is also reasonable to
expect that many of those alterations have resulted in the increased productivity
of public services as well.
What, on the whole, was the net result of the two probably opposite
influences on the trend of public expenditures?
1, S. Fabricant, having examined the problem for the United States, concludes
that an analysis of the main factors capable of influencing productivity in
the public sector "leaves the impression that labour savings have been made",
and that it does not appear these savings reflect merely an increase in the
volume of other resources used, but that even output per combined unit of all
resources appears to have risen in government. (Op. cit., pp. 98-99)
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Did they account for an increase in the share of public expenditure in the
national income, or did they produce, coeteris paribus, a decrease in that share?
Is it true, as it is widely believed, that the productivity of public
services (even if it has increased, thanks to the typewriter, the telephone, the
book-keeping and calculating machines, the electronic computer, and to a number
of other devices) has on the other hand, lagged in relation to the productivity
in manufacturing and in agriculture?
If tiiis was so, and if the amount of public services produced was a function
of income or output, there would be a tendency for the share of national income
spent in public services to rise. But these are mere hypotheses.
What the analysis shows is that an increase in productivity in the economy,
associated with technological change, does not affect in the same way the different
sorts of public services. On the other hand, there is no evidence that the amount
of public activity is tied to income or ourput by some kind of functional relation,
or that the income-elasticity of demand for public services in general, is positive.
The extent and direction in which technical change by itself affects the
proportion of public expenditure in the national income, depend rather on the
direction and amount by which this change influences the relative productivity of
the resources used in the public and the private sectors of the economy.
Consequently, it does not seem possible to arrive at any general conclusion valid
for every period and country regarding this matter. Even in the analysis of a
specific case, like that of Fabricant, one must emphasise the uncertainties
surrounding the conclusions, because of the impossibility of weighing all the
1
factors affecting productivity.
1. S. Fabricant, op. cit,, p. 99
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As a result, the most one can do is to try to trace the influences that
technical change has had on the amount of public experiliture in particular
sectors.
(b) With this more limited problem in i.iird, we can. say that one of the fields in
which technical change appears to have contributed to a considerable extent to the
increase of public expenditure is that of defence.
Adam Smith noted that"in modern times many different causes contributed to
render the defense of the society more expensive", stating that "the unavoidable
effects of the natural progress of improvement have, in this respect, been a good
deal enhanced by a great revolution in the art of the war, by which a mere accident,
1
the invention of gunpowder, seems to have given occasion". The volume of resources
devoted by modern nations to the art of war, and the speed with which arms have
become obsolete in recent decades, appear indeed, to be an important factor contri-
2
buting to the increase of expenditure on defence. As William Ashworth emphasises,
there was scarcely another field where premature obsolescence and heavier capital
expenditure, as a result of technical inventions, has been so acute since 1875, as
in naval operations.^ But the problem was not exclusive of naval architecture and
of the gurv-power as we must realise from the revolution occurring in air arms after
the Spanish Civil War.
In the First borid War the air forces had not yet become powerful, and expend¬
iture on aircraft was marginal in the conduct of the war; in the Second World War
1. Adam Smith, Wealth of Rations. Book V, Chapter I, Far. I, Vol. II, p. 202 of
Carman* 3 editioxr.
2. Op, cit,, p. 15.
5. That fact well eaierges from the British Kaval estimates from 1070 up to the
First World Wax, which amounted to £9nn. in 1370; to £27.5xan« ia 1900, and
to £5l.5mn. in 1914., op. cit., same page.
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they accounted for a very considerable part of the huge Military expend!tores.
At the present moment, conventional forces, including aircraft, seem to he losing
their importance very quickly arid becoming obsolete. Meanwhile, rockets and
atomic weapons ere increasing considerably the amount of resources devoted to
defence and to research in connection with defence.
At the beginning of the century, the rapid pace of invention made whole
fleets obsolete in ten years or less, forcing governments to replace them
completely in order to maintain their superiority, Now-a-days armed supremacy
depends to such a great extent, on costly research, that the preservation of peace
1
has become an even moire expensive task.
Another technical change which accounted lor an important part of the increase
in public expenditure in the first decades of our century, and became a powerful
influence in the shift of expenditure from the local to the central level in Great
Britain, and in the United States from the local to the State level, was the
revolution which occurred in the means of transportation,
The advent of motoring produced so deep a change in the means of transport,
that highways formed for a long time one of the nam items of the expenditures of
local authorities and, later on, accounted for a good deal of the capital expend¬
itures of central governments.
As Abramovitz and V, Eilasberg point out, the provision of roads had been much
neglected during the Railway Age and the coming of motor transport required an
extension and improvement of the highway system which must have accounted for the
1, A fact which well illustrates how expensive the arms race is to-day and how
technical change has increased the cost of war tools, is that the estimated
cost of a single missile has increased more than fifty times from about
$35jOOO in 1949 to some f2 million in 1957« Albert Wohlstetter - "The
Delicate Balance of Terror", in Foreign Affairs. January, 1959, p. 216,
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rapid extension of public (mainly local) employment and, as a oonseqner.ee, of
•j
expenditures, after 1^00.
It would, certainly be possible to find in many other fields examples of the
influence of technical change on the growth of public expenditure. But even the
most conrplete list of ways in which that change gave rise to an increase in
government activity, would probably be no more conclusive, mainl/ if it were
balanced by a description of the influences which worked in the opposite direction.
Mention should be made of the two outstanding influences which worked in this
way; namely the developments which occurred in the postal system and in the
collection and treatment of statistical data in the census bureaux and statistical
offices. Both illustrate the nuaiber and variety of mechanical uevices and improved
techniques introduced in order to quicken operations and to save work, all accounting
2
for a sure increase in productivity.
1, Abraraovitz and V, Eliasberg, op, cit., p. 75
2, in the postal system, the mere introduction of improved machines to cancel
and postmark letters permitted the handling of 600 letters per minute
compared with 1,500 per horn with hand cancellation, (See Paoricant, op. cit.,
p. 86)
This is but one example among many in the revolution which, occurred in the
Post Office with the introduction of stacking and cancellation machines,
conveyor belts, pneumatic chutes, wells, elevators, floor trucks, check
writing and rate computing machines, automatic telephone and tine-recorders,
which permitted the handling of billions of operations that otherwise would
have required big batallions of erfployees. • • •
In statistical offices and census bureaux, the introduction of sampling
methods and the use of punch cards, tabulating eouinment and electronic
computers enabled a multitude of facts to De collected and to be coaibined
in different ways which, without this equipment, would have been extremely
difficult, and would require thousands of civil servants to achieve.
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It does not seem feasible, anyhow, to determine what the net result of
technological charge in public expenditure was in toto. If one is willing
to accept the fact that it affected the relation between resources used by
the government and the services produced by it in the sense of increasing
productivity, as seems probable, there still remains a certain doubt as to how
the volume of services required from the public sector was affected by the
technical revolution.
4. Pie Impact of Wars on the G-rowth of the Public Sector.
(a) Another particular type of influence on the growth of the public sector
deserves a word: that of the impact of wars upon the size of government
expenditures.
Pie statement put in its old form, that it was war-related expenditure, and
particularly the charges of public debt contracted during wars, which mainly
accounted for the growth of government expenditure in the long-run, fell short
as an explanation for the huge increase of public spending in modern times,
1
particularly after World War II.
(b) If, however, we consider wars through their indirect effects upon ideas as
to the "right" level of State activity and of the tolerable burden of taxation,
i.e., as "shocks" to the currently accepted social philosophy, making possible a
revision of policy and an enforcement of new experiments, it seems difficult to
deny the value of the argument of the effect of wars mainly in explaining the
1. At least for Great Britain since 1890, and even for the United States since
the turn of the century, the increase in government expenditure, either in
absolute or in relative terms, cannot be explained by the growth of war-
related expenditures alone. See; A, T. Peacock and J. Wiseman, "Pie Growth
of Government jiixpenditures in the United Kingdom, 1890-1955. and R. Musgrave
and Culbertson, op. cit.
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tine-pattern of the growth of the public sector.
The emphasis one mast put on the argument itself as an independent explan¬
ation of that growth, and the extent to which it must he considered as an
"accident" which merely induces a chain-reaction of forces which have been
dormant, is a natter of interpretation.
it is true that the impact of wars which one can observe on government
expenditure differs considerably from country to country, even between countries
with similar political and social conditions as Great Britain and the United
States. And its manifestations are different too. As a consequence, the
relative value of the argument as an explanation of the growth of public
expenditures in given conditions is likely to be very different from case to case.
But it is hard to expect that, even in countries which did not find themselves
involved in the struggle, the effect of major wars (and particularly of World War
II, with the profound alterations it produced in the social ideas and setting) was
not deeply felt. But, if the argument is to be applied in a general sense to
countries with very different social and political conditions, one must bear in
mind a fact which is of great importance to its proper understanding. That is:
if the so-called displacement effect is the closing by wars, and other major
disturbances, of the gap between the ideas that citizens and government hold about
the desirable level of public activity and taxation, one must expect that the
magnitude of the effect will not depend only on the magnitude of the disturbances
themselves, but also on the ideas which governments have about the best level of
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activity to undertake. Or, putting the problem in slightly different terms, if
the burden of taxation considered worthy of support by the nation, is determined
by the power of different economic and political groups - as the sociological theory
of public finance would ailed.ge - the possibility of increasing that burden is a
function of, among other variables, the political structure of the country and the
distribution of political power among different income strata.
There is, indeed, no perfect equivalence between the groups which bear the
tax, and those which receive the benefit. One can speak in a certain sense of a
net benefit or burden of government spending and taxation in relation to different
2
groups of individuals, even if it is not possible to measure them in rigorous terms.
1. The concept of the displacement-effect was first introduced by Professor Alan
T. Peacock and Mr, J. Wiseman in The Growth of Government Expenditures in the
United Kin- dowi, 1890-1 '355, and means the change produced in people's ideas
regarding the "desirable" level of taxation by major disturbances such as big
wars, or long depressions, and whose impact on public revenue and expenditure
results in shifting them from their previous level to a new and higher one.
For the discussion of this argument as an explanation of the growth of public
expenditure in Great Britain, see op. cit.
2. An attempt to measure the relative benefit withdrawn by the various income
groups from the undertaking of the State, and to compare it with their share
in the total cost of public services in order to determine the new "profit"
or "loss" of those groups taken as a measure of the redistribution made
through public finance is being attempted for ranee by the Service des Etudes
Economiques et Financiers of the French Ministry of Finance under the direction
of Claude Ganson, Studies in the redistribution effects of public finance in
Great Britain are those of Tibor Barna, Redistribution of Income Through
Public Finance,.in 1937, (Oxford, Clarendon Press, 1945).
A. T. Peacock and P, R. Browning, "The Social Services in Great Britain and
the Redistribution of Income", in Income Redistribution and Social Policy.
(ed. by A. T. Peacock), Imndon, Jonathan Cape, 1954$ and A. M. Carter,
The Redistribution of Income in Post-War Britain - A Study of the Effects of
the Central Government Fiscal Program in 1948-49. New Haven, Yale University
Press, 1955.
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Kot only does the way in which the cost is distributed of the public
services, and the areas in which the main weight of their benefit fall, depend
on the distribution of political power, but the point up to which it is possible
to bring the net distribution of the immunity's output depends on the power of
different groups.
Tiiis, I think, must account for the explanation of part of the differences
of the displacement effect of wars to be found in comparisons between different
countries.
Conclusions
According to what has been previously said, it seems that we have to renounce
a monistic explanation of the growth of the public sector, such as that which tr ies
to present it as a concomitant of economic development. And this must be so even
if we limit our search to that particular stage in the development of the Western
economies which corresponds to their passage from the rural type prevailing in the
first half of the 19th century to the industrial capitalism of large units which
prevails now-a-days.
A complex variety of different influences seems to have been instrumental in
producing the global effect of that large increase of public expenditure which has
been evident in most countries in the last fifty or sixty years.
Many of them may be considered as more or less "permanent" and closely related
to the process of economic growth (industrialization, urbanisation, growth of
income per head, the appearance of large-scale industries and monopolies, and the
development of tendencies towards greater instability within the system), and may
be expected to operate in every country which industrializes. Others, such as
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the evolution of social philosophy and the attitudes regarding State intervention
and support, the development of social sciences, and the distribution of political
power can be related to economic growth only in a more indirect way, aril the time
of their operations bears a very slight relation to the pace of growth. It
appears that external shocks or disturbances, that is, factors exogenous to the
process of growth, had a much more powerful effect in their operation.
Both series of factors, however, are found working as joint causes, partly
conditioned by the special political and social features of each country, to
produce a "resultant" which varies in some extent from country to country.
Nevertheless, the permanent factors of growth and the great world disturbances
such as the two World Ware have had so powerful an effect that in many countries
the growth of public expenditure has followed a comparable path. Whether or not





^• The Concept of the Public Sector.
There is no single or "unique" definition of the public sector; thus the
concept to choose depends on the purpose for which it is to be used. One can
be interested mainly in the process of decision-making or in the degree of
control exercised by the political powers (Executive, Parliament, .Local
Authorities), or in the nature of the activity fulfilled (administrative
activity, for instance, as opposed to "entrepreneurial-type" activity). In
each case a different concept of the public sector must be taken.
Our interest does not lie so much on the degree of control the Government
holds on the eoonoiry as a whole, but on the influence it exerts on the final use
of resources through its budgetary mechanism and policy, that is, on a cex-tain
type of public activity.
Tlie concept of the public sector, or of government activity we are interested
in, is that commonly labelled "administrative", ''non-industiral", or "non-productive".
We understand as such, those activities of the Government which are undertaken in a
non-profit making basis and in a non-trade type way. They include, besides the
activity of the bodies which carry the "classical" functions of defence, law and
order, public education and all the range of indivisible services (either technically,
socially or economically indivisible), many regulatory functions and the supply of
numerous goods and services of collective as well as individual consumption.
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There is no single criterion or definition for establishing the frontier
between these services and the commercial or "productive" activities of the
State. but aom combination of characteristxcs or criteria is bound to produce
a reasonable boundary fringe for the purposes of statistical research.
Leaving as^de the broad, general characteristics of satisfying 'bollective"
or "social" wants, and those of the compulsion or power ■which backs public
activity (by contrast with the aim of satisfying individual wants and the
"contractual" or quid pro quo basis of private activity) - there are two main
criteria which, wisely combined, seem capable of producing a reasonable dividing
line between the public and the private sectors of the economy. the first one
relates to the way the different bodies or undertakings cover their- costs of
production, and the second - wnicfi keeps a straight connexion with this - refers
to the process of deoxsion-maxing or the motives underlying the decisions in tire
public and private units.
As is often pointed out - and national accounting takes this characteristic
as its main criterion of delimitation of the public sector - public administrative
services are covered by tax revenues, and not by prices. If ve negxect the cases
of fees and direct charges, we can say that public services axe offered free, and,
in any case, their- supply is never subject to the principle of specific retribution
from the individual beneficiaries. Thus, an important criterion to decide whether
a given body or under-taking,must be placed, in the sphere of the Government or in
the private sector, consists in the way its costs are covered (by the price they
charge, or by taxes).
Nevertheless, the existence of government subsidies to some industries and of
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hybrid cases difficult to disentangle, invito further qualification, or the
presentation of supplementary criteria. Following tills line of thought, it is
possible to clarify the distinction looking at the jaotives and. the . recesses of
decision-taking in the public administrative sector and in private activity.
It has been ea^iiasised that the guiding motive of public activity is social
interest, versus profit motive in the market sphere of production. Nevertheless,
it is too vague to be lielpful, at least for purposes of statistical research.
Fortunately, riot only the nature of considerations which determine the production
policy, but also the whois process of decision-making, is different in the two
spheres; the market sphere aid the administrative sector of the State.
We can say, either that public activity is guided by the budget principle.
(i.e., that the quantity produced is not determined according to profit expectations)
or that decisions in the public sector are reached through political and adminis¬
trative procedures. And those, in general, can be recognized by means of a careful
analysis of the way the different undertakings are run.
Political and administrative procedures are marked by the dependence of the
bodies concerned, on central or local decisions in fixing the amount of expendit¬
ures or the sources of revenue, or from central control each as parliamentary
control, submission of accounts to administrative authorities, etc.
How soiae difficulties still remain on the dividing line between the "pure-
administrative" sector on the one side, and the government trading services and
public corporations on the other side.
Here too, we must recognise that no general rule can be given, and still a
series of criteria is the most we can present to help one's decision. To the
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already mentioned criteria of the profitability of the activity and of the
expenditure policy, it is possible to add some subsidiary ones, such as those
suggested by I. Ohlsson: namely the similarity of the activity to the activity
of other bodies or undertakings in the public or in the private sectors ( as in
the case of the transport system), the legal point of view, or the classification
the undertaker receives in trie law, the degree of freedom the buyer of goods and
services produced by thein enjoys when deciding on tire quantity to use, arid lastly,
tire amount of capital (mainly fixed capital) used in the process of production.
But it is evident that none of these criteria permits, by itself, a safe decision
aoout the inclusion or exclusion of a particular activity in, or from, the public
sector.
instead, should they not he wisely applied, they maywell lead to wrong
decisions.
In the last resort we have to recognise that there is no general definition of
the public sector, oven after having made clear the nature of the problem we have
in mind. In practice we have to look at the institutional set-up in the country
concerned and draw a dividing line which is not exempt from sows degree of
arbitrariness•
in actual fact in our' study an effort has been made to keep to the delimitation
of the Government sector drawn by national accounting conventions, as close as
possible. In the fluid cases of the distinction between trading services and
public corporations, the same definitions were followed and the same rules ware
2
applied as in British national income calculations*
1, I. Ohlsson, op. ext., pp. 19-20
2. Central Statistical Office, National Income Statistics* Sources and lethoda*
London, 1956.
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As a practical result of this effort, what we concretely included in our
concept of Government, in addition to the bull of services which form part of
the budget of the central Government, and which fall mainly in the old traditional
administrative services, was:
(a) The expenditures of the local authorities with the exclusion
of trading activities;
(b) Social insurance;
(c) The administrative activity and capital formation of the
so-called "Organismos de Coordenacao EcoraSmica" (boards of
economic co-ordination) whose functions are much of the
nature of those fulfilled by the British Board of Trade;
(d) The non-trading activities of the autonomous bodies called
"Ftuidos" (funds), which are of recent creation, and have
not yet been integrated in the general budget of the
1
Central Government;
(e) Certain autonomous bodies, like the so-called "Comissariado
do Desemprego", whose concern is in developing opportunities
of employment for unemployed through public works, etc., and
whose activity is of a non-trading character;
(f) The investment in the trading services of the Government (Post
Office, administrations of the harbours, etc.).
All the activities of the so-called "organismos corporatives" were excluded,
1. The main examples of such "Fundos" are the "Fundo de Foment© de Exporta<jao",
which deals with the promotion of exports, the "Pundo de Socorro Social", which
gives public assistance and relief, and the "Fundo de Abastecimento", which
deals with price stabilization. The main characteristic of these bodies
lies in their degree of autonomy in the fulfillment of their particular
tasks, and the attribution of particular sources of revenue.
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their actions and functions (though being subject to a certain degree of
Government control) belonged rather to trade unionism and employers confederations.
2. The Ways of Gauging the Activity of the Public Sector.
It is generally recognised that there is no single index to Measure the
amount of public activity. As J. M. Gulbertson emphasises, "all aspects of
of Government activity cannot be comprehended adequately by a single measure or
1
a single framework of analysis.
The public sector is a complex entity, and its dimensions and growth must
be measured in relation to a particular aspect of government activity specifically
related to some question or problem to be answered or to be solved. The approp¬
riate measure of public activity depends on the particular aspect or problem to be
analysed.
We can be interested in analysing the activity of the Government as a user of
2
goods and services, as Fabricant seemed to be, or we can be interested in a more
comprehensive field of government activity, looking for a measure of the extent in
which the allocation of the country's resources is directly affected by government
budgetary policy, as in Peacock and Wiseman's study; or even in the relative
importance of public economic activity in the generation of the national income or
preduct.
1. J. M. Culbertson, "The Trend in Government Activity in tie United States since
1900", National Tax Journal. Vol. VI, No. 4, pp. 393-4} a review of the book
of S. Fabricant with the same title. In the same sense; Gerhard Colm,
"Public Bevenue and Public Expenditure in National Income", Studies in Income
and Wealth. Vol. I, pp. 217-18.
2. S» Fabricant, op. cit.
3. A. T. Peacock and J. Wiseman, The Growth of Government Expenditures in the
United Kingdom. 1890-1955. op. cit.
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The most suitable measure differs from case to case. On the other hand,
there are two main ways of constructing a measure or index of the activity of
the public sector: proceeding from the inputside, and proceeding from the
output side. The way of the inputs, even if it is useful for particular
analytical purposes - mainly when the object of the research lies on the use of
resources by the Government - is, from a global point of view, the less conclusive
and that which presents more technical difficulties. Its shortcomings are
imaediately apparent from the fact that one factor of the inputs does not give a
satisfactory measure of the level of activity and of its fluctuations, unless in
conditions of fixed proportion of production. That means that when irtasuring
the level of production or of activity from the side of the inputs it is necessary
to analyse the use of the different kinds of inputs and, then, to express them in
a common unit of measurement or to weigh and combine them in a manner which gives
some sort of overall index.
Notwithstanding these difficulties, some authors tackled the problem of the
growth of the public sector from that side. If the aim of the analysis is to
study the activity of the government as a user of factors, this can form a useful
angle for looking at the problem, despite its deficiencies and the theorecitcl and
practical problems it raises.
Another difficulty connected with the use of the inputs as a measure of the
level and growth of State activity, and which holds mainly for countries with a not
1, For instance, S. Fabricant, op* oit., and lioses Abramovitz and Vera F.
Eliasberg in the study, The Growth of Public Employment in Great Britain,
already quoted.
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very well developed statistical system, is of a wore empirical character* It
results from the inexistence of data on the stock of public and private capital,
the sales of the private to the public sector, and the distribution of the labour
force between the two sectors in a year-by-year basis over long periods of time.
This prevents the use of the input method for analysing the relative growth of
public activity in countries like Portugal.
The other way of looking at the level of activity of a sector is through its
output, gross or net, that is, the total output of a sector, or to the value added
by that sector. Even here we can use several measures of activity.
In what concerns the public sector three main measures have been used to
express its level of activity in relation to the whole output of the country:
(a) The relation between total public expenditure (including
transfers) and the national expenditure;
(b) Hie relation between the value of the goods and services
(gross of the contributions received from other sectors)
produced by the public sector, and the national product;
(c) The relation between the value added by the public sector
1
and the national product.
We need not enter into the conceptual problems related to the aggregate of the
national product (gross or net, and at factor cost or at market prices), to be used
for each particular purpose, nor into the problems of inclusion or exclusion of
particular items of public expenditure as a measure of the activity of the public
sector. However, we should note that each of these relations is nore suitable than
1. In each of these cases we can still vary almost indefinitely the measures
obtained according to the concept of government activity taken and the
solution given to the problems of selection, valuation, and periodising in
national income calculations.
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the others for certain purposes.
So, the ratio formed by the relation between the total value of the goods
and services produced by the government and national income, is the best of the
three for measuring the use of resources by the government or the direct allocation
of resources made by the government through its productive activity, ( i.e. as
opposed to transfer activity). On the other hand, the ratio of total government
spending (including transfers), to national expenditure, is the most suitable to
gauge the global influence of government activity on the aggregate to spending of
the country. Finally, the value added by the government gives the most accurate
measure of the relative importance of the public sector as a producer and, at the
same time, measures the influence of the State in the allocation of the factors in
the final production. It is the only aggregate which allows a direct comparison
between the contribution of the public and the private sectors to the production
and welfare of the country.
Since the problem we are interested in is the degree of control the government
exerts on the allocation of the total resources of the economy through its budgetary
policy, the value added is not a good measure for our purposes. Neither would
public expenditure on goods and services as a percentage of national expenditure,
since this aggregate does not include transfers and subsidies, which form an
important part of such a control. So, the best of the three measures for our
purpose seems to be the relation between total public expenditure (including
transfers) and national expenditure.
It is certainly arguable, as I. Ohlsson does, that to obtain a proper ratio,
of which the national income or expenditure form the denominator, the factor used
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as a numerator must be a "part" of the denominator. ^ However, our purpose is
not, really, to obtain a true or proper "part" or "share" of the public sector
in the national income but, instead, to find an index of the importance and
growth of governmental activity as a means of securing the best use of the
community's resources as defined by the preferences or the social goals of the
time, or the accepted social welfare function. And, for that, the inclusion of
transfers and subsidies seems necessary as an essential part of the resource
allocation made by -the government.
The government can, of course, influence the allocation of resources of the
country by many ways not reflected in our measure, such as administrative regul¬
ations, etc. Our aim, however, consists in steadying only that part of government
activity called "budgetary", and only for that part of the public sector generally
labelled "administrative",
We shall take as an index or measure of the activity in which we are interested,
the aggregate public expenditure of the central and local governments including
expenditures on goods and services, as well as transfers and subsidies. Nevertheless
because of a number of reasons, our totals do not coincide with those which appear in
the published government accounts. First of all, we exclude from our totals all
transactions which represent mere financial operations, such as repayment of debt
and other financial transactions. Second, all internal transactions, or transactions
between different levels of government or between bodies of the same level of
government, as well as accounting duplications, were also excluded. Third, in the
case of trading services, such as the Post Office, harbour administrations, and the
boards dealing with the supplying of the country and with economic development,
1. I, Ohlsson, op. cit., pp. 230-5.
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trading activities proper were excluded - only capital formation being considered.
In many cases a clear-cut distinction between the different kinds of expend¬
itures was not easy but in all of them definitions analogous to those followed
in national accounting conventions were applied.
3» Problems of measurement and comparability.
There are two main points closely connected, but of a quite different nature,
which claim clarification when dealing with the problem of quantifying the rather
diffuse ooncept of the level of government activity, or of the degree of control
the government exerts on the allocation of the resources of the country.
The first one, which is of a more theoretical nature, concerns the meaning
that can be attributed to a quotient in which the numerator is some kind of
aggregate public expenditure, and the denominator the national income, product or
expenditure.
Is there any meaning that can be ascribed to such a quotient? In the
affirmative case, -what meaning?
The second point is more of expediency or of an empirical nature, and relates
to the definition of the terms of the fraction, or the concepts of public expend¬
iture and national income or expenditure to be taken to obtain the most suitable
measure of the phenomenon we have in mind.
We can, doubtless, use a ratio between public expenditure and national expend¬
iture, provided we know what we put into that relation, i.e., provided we keep in
mind the true nature of the numerator and of the denominator.
The first point to make clear is that such a relation does not represent, in
any way, the share of the government in the national income. If there is more
than one quotient or ratio which can be called the public sector's share in national
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income or product, the one which we use does not claim to have such a right*
We employ it as a structure indicator, but this expression is understood
1
in a broader sense than that given to it by Akerman in his Ekonoaisk Teorx, said
it is not intended to be a "real" or "genuine" structure quotient in the sense
2
given to that term by Ohlsson.
In actual fact, when we use the widely common process of presenting the
aggregate chosen to express our concept of public activity as a percentage of the
national product or, expenditure, we are only establishing its order of magnitude
in relation to the total amount of resources annually available to the nation for
consumption and investment. We are not suggesting that it represents the £>art
of those resources which is being used by the State, and that the rest is what
remains for private use. We are not trying to measure the relative contributions
of the public and private sectors to the nation's economic welfare or the relative
productivity of the two sector's.
In making this point, and in stressing the non-homogenous character of the
relation chosen as our "structure indicator" we make it superflous to emphasise
the different types of aggregates that public ex enditure and national income or
expenditure are, and the differences of valuation embodied in the construction of
the two aggregates.
1. Vol. I, p. 269, quoted by I. Ohlsson, op. cit., p. 233.
2. Ohlsson defines genuine quotients as being those whose numerator is such
that when subtracted from the denominator, the residual is of the same type
of the numerator and represents the remaining part of that total which is
the denominator, i.e., in a "genuine" structure quotient the numerator forms
part of the denominator. See, op. cit., p. 233.
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The other point -which requires some discussion is that which relates to the
concepts of public expenditure and national product used in our ratio and the
appropriateness of this ratio to measure the phenomenon we try to analyse*
From the acceptance of the non-homogeneity of the two terms of the relation
it does not follow that the choice of concepts does not natter. The degree of
meaningfulness is not "the same for every pair of concepts of public expenditure
and national product or expenditure, and we must, besides trying to reach a degree
of comparability as high as possible between the two terms of the quotient, choose
the relation supposed to be the best approximation to our problem.
Since we are not interested in measuring the relative contributions of the
public and the private sectors to the total product of the country, nor in their
relative shares in the use of its resources, but in the extent of public control
or direct influence on the allocation of those resources, it follows that we cannot
leave aside the amount of transfers and subsidies which form part of public expend¬
iture. To do that would be to make our measure rather meaningless, since transfers
made through the budget are an important element in the process of resovirce alloc¬
ation in the mixed economies of our time. So, our aggregate of public expenditure
will not include expenditures on goods and services alone, but also transfers and
subsidies made by the State to other sectors of the economy.
Having made this point, it seems that the most suitable concept of national
output or expenditure to refer to, should include an item similar to that of
government transfers for the economy as a whole. But there is no such aggregate
in the current national income calculations and we have to choose from the existing
aggregates (or from those which can be constructed with the help of the available
data) the roost suitable for our purpose.
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At first sight it seems that the most appropriate aggregate would be the
gross national product at market prices, since government expenditures are
computed gross of depreciation of the public capital stock and goods and
services are paid for at current prices. However, when looking more carefully
at the problem, one recognizes that the element of indirect taxation included in
the valuation of the national product at market prices introduces in the comparison
an important factor of uncertainty. Since the main object of our study is the
comparison of governmental activity through a long period of time, the changes
from direct to indirect taxation, and vice-versa, would alter our ratio. The
at
best solution would be to take national product at factor cost and public expend-
'L.
iture excluding the indirect tax content. Unfortunately, that exclusion is not
possible except for countries which have input-output tables. Further, it is
only possible to do this for the most recent years, even if we are prepared to
extrapolate the data on the basis of certain assumptions.
On the other hand, the examination of input-output tables shows that the
indirect tax content of public consumption varies between 1 per cent and 2 per cent
in most countries for which there are input-output tables available, and it is 2%
2
on average, in the O.E.E.C. member countries taken together. It is difficult
to estimate how large it is in Portugal. It does not seem, however, that the
margin of error introduced when taking public expenditures gross of their indirect
1. The most outstanding exceptions in Europe are, Netherlands with 4% rate,
and France and Germany with around 5$.
2. On the basis of the input-output table of Western Europe, published by
O.E.E.C.
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tax content "will be appreciable. As our main concern lies in comparisons through
time, and during the period for which we have estimtes of the national income
there were no profound changes in the tax structure, it seems that to take public
expenditures gross of the indirect tax content, and national product at factor
cost, is still the most sensible solution which we can devise. So, we took as
our measure of the direct influence of the government' s budgetary policy on the
allocation of the resources of the country, the relation between public expend¬
itures on goods and services, plus transfers and subsidies (net of inter-governmental
payments and accounting duplications),and national product at factor cost.
4. Deflating Public Expenditure.
When faced with the problem of choosing a deflator for transforming public
expenditures in money terms into public expenditures in real terms, either to
measure their absolute quantum of growth, or to compare it with the growth of the
national product, we are confronted with the whole range of problems presented by
the construction and use of index numbers.
First of all, we have to bear in mind the fact that an index number is a mere
statistical device to measure in an indirect way the magnitude of a change which
is not susceptible, either of accurate measurement in itself, or of direct
1
valuation in practice.
Having to gauge the overall change in a group of distinct and independent
variables between two or more points in time, we have no other way, but to use a
tool which, by means of a procedure of aggregation allows us to compress multi-
dimentional space into linearity. An index number is, then, only a measure of
1. F. Y. Edgeworth, "The Plurality of Index numbers", Economic Jjuraal. 1925,
quoted by R. G, D. Allen in Statistics for Economists. London. 195f9. p. 102.
- 60 -
dispersion, and it is possible to find several alternative measures of dispersion.
1
Since there is no a priori "best" measure of dispersion or ideal index number, and
each formula has its particular meaning, we cannot avoid the problem of the fitness
of a particular index to the phenomenon we want to measure.
Hot speaking of the general problems connected with the construction of index
numbers and of the theoretical conditions required for their proper application,
and circuiriscribing our discussion to the particular problem we have to tackle,
there are three relevant questions to put:
(a) What do we intend to measure?
(b) What does our index nuiiber measure?
(c) What is the relation between what we want to measure,
and what our index number does measure?
What we want to measure is the amount of resources handled by public authorities
through the budgetary mechanism through time. The important point is, of course,
that of determining the relative amount of these resources taking the national
output as the other term of the comparison. Since we have no reliable data on the
national product except for a small period of time in the most recent years, the
main problem related with the use of the deflator is that of measuring the amount
of resources not only used, but whose allocation was directly influenced by public
authorities by means of the budget.
Public expenditures gross of transfers and subsidies, which we take as repres¬
enting the amount of these resources, are expressed in money terms, reflecting
current prices and factor payments. The annual series of these expenditures tells
1. Even if there is one with this name.
- 61 -
us little about how that amount has really changed from year to year, for they
are vitiated by price changes. To go behind the "monel veil" in order to find
the quantity changes - these taken in the economic sense of changes in "real"
value - we need to expurgate the overall ahange of changes in the value of money.
To do that, we needed, strictly speaking, an index number with the same coverage
of the aggregate measured, a suitable formula, and an adequate system of weights.
If the best index for that purpose would be one of the Laspeyres' form or one of
the Paasche's form (or some combination of both, such as that proposed by Marshall
and Edgeworth) is a problem that cannot be decided without an examination of the
dispersion of the p's and q's.
In relation to the second question - what does our index number measure? -
we have to begin with a description of the type of index we used as a deflator.
Our index number - the only available for the period previous to 1928, is an
1
index number of retail prices of the Lespeyres' form and with a small coverage.
What it intends to measure is the cost of living in Lisbon,
Even for that purpose it seems scarcely adequate, due to its small coverage
and to the doubtful correspondence of its system of weights, to some kind of average
or typical family budget (even ignoring the possible meaning of such a concept) as
representative of the cost of living in the country.
For the purpose of deflating public expenditures, its main weakness lies in
the fact that it does not include public services. Thus, it fails to meet, in a
1, Details on the composition of this index are given in the Appendix on
Sources and Methods.
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"basic point, the theoretical requirement of having the same coverage as the
aggregate it intends to measure. Then, the bold assumption has to be made that
the value of public services moved in the same manner as the prices of consumer
goods in general, and this is very doubtful.
On the other hand, our aggregate of public expenditure includes transfers
and subsidies. In relation to transfers to consumers the use of an index of
retail prices as a deflator does not seem subject to much criticism (provided
the index reflects the "true" movements of consumer's prices). In what concerns
subsidies, it can be argued whether the most appropriate index would be a wholesale
or a retail price index, but the ultimate decision would depend on the point of
the chain of production in which they are introduced, and on their final effect
upon consumer's prices. Were it feasible, the best method would probably be to
use a wholesale price index for deflating some subsidies and a retail price index
for others.
Having answered in general terms the two first questions - "lhat do we intend
to measure?" and "What does our index number measure?" - the third question -
"What is the relation between what our index number measures and what we intend
to measure with it?" - is also answered. The answer is that the index used is
quite inadequate to measure what we intended to measure.
In practical terras what we can say is that the index used was the only one
available, arid a wholesale price index, even if it had existed, would not have been
more suitable for our purpose. The current wholesale price indexes do not include
public services and, furthermore, they fail to enter into account with changes in
the relative costs of distribution. Thus they would be still farther from
revealing the changes in our concept of economic value of the resources handled by
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public authorities.
If we apply to public expenditures, as it seems reasonable, the rule that
the best deflation of national product is that which is arrived at by the use of
a series of sectional price indexes, each one applied to one particular sector
with the largest coverage possible inside the sector, and an adequate weighting
system, we shall conclude that the best deflator for public expenditures would be
one composed of at least two different indexes: one expressing the cost of
producing given amounts of public services of a given standard through time, 'duly
weighted by the quantities of services in terms of the relative amounts of expend¬
itures consumed by themj and another for transfers, which would be a 2-cind of index
of cost of living, showing the evolution of the cost of living of the average or
typical receiver of transfers from the government. Such indexes, which are
already compromises of the theoretical requirements of the appropriate index nuriber
vdth considerations of feasibility, would be hard to construct and not less diffic¬
ult to keep meaningful for a long period of time.
Up to now we have considered the problem of deflating public expenditure taken
as a separate and independent aggregate, i.e. of expressing its value in a fixed
unit of reference. However, our major concern is in comparing the resources
handled by the State with the total resources annually available to the comnsinity
for consumption and investment, and this raises another difficulty.
In actual fact, we only have data for the national product for a much shorter
period, of tine than for public expenditures; but, the problem of allowing for
changes in the money value of the two aggregates considered together has to be
faced.
Did their relative quanta change in the same direction as their relative
money values?
The practice of comparing the national income or product with its components
through tine without deflating them previously, is quite common. In theory it
involves the assumption that the relation between the money values of the two
aggregates move in the sane way as the ratio of their real values or, in other
words, that their money values stretch equally. In practice, the consideration
behind this procedure is that the error committed when we deflate the two aggreg¬
ates can easily distort the relation in a greater extent than when the money
values are taken without deflation. In certain cases, however, as in estimating
the rate of investment through time, it can well happen that the prices of capital
goods and those of consumer goods move at such a different pace, that to take them
in money values can produce a quite erroneous result.
Apart from this possibility, in the case of public expenditures, we have to
consider the fact that they include transfers and subsidies, which do not form
part of the national income.
lhat is then the best procedure: to deflate both aggregates - public expend¬
iture and national product - before comparing them, or to compare directly their
money values without deflating them?
The fact that public expenditures include a fair amount of transfers, which
are not accounted f r in national income calcitlations, does not seem to invalidate
the use of the sane index or indexes for deflating the national product and public
expenditures^ for changes in the purchasing power of a given amount of transfers can
well be taken into account by the index used for deflating the national product.
Such a procedure, indeed, does not seem to introduce a greater error than when we
deflate public goods and private goods with the some index or when we deflate
capital and consumer goods with an overall index. The problem is more one of
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deciding Aether the index used is appropriate for deflating the kind of aggreg¬
ates to -which we are applying it, or not. The use of a single index for
deflating both aggregates scarcely can be adequate, given the differences in
their composition. This, however, does not follow from the fact that public
expenditures include transfers and the national product does not.
A priori we have no criterion for deciding what is the best combination of
indexes, but there is a strong ground for supposing that if it were possible the
most accurate result would be reached by using different index numbers for the
different aggregates or components of public expenditure and national product.
In practice we have no other way of knowing the difference which makes use
of different deflators, except by trying them and comparing the results of the
possible alternatives.
Such a comparison is not possible for Portugal. It was made for Great Britain
by establishing the ratio between public expenditure and national product before and
after deflating both aggregates and the conclusion was that the difference between
the ratios obtained by the two procedures was so small (less than 0.2yv for the most
of the years) that for the purposes of applied research is almost indifferent to
use one or the other.
In our case, as we had no reliable indexes for making a proper deflation of
our aggregate, it see;jed to us that to establish the ratio of public expenditure to
national income without deflating these two aggregates, would involve the least
degree of error. This procedure was, therefore, chosen.
1. By A. T. Peacock and J. Wiseman in The Growth of Government Expenditures in
the United Kingdom, 1890-19551 op, cit.
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CHAPTER III.
THE PATTERE OP GROWTH OF HJBLIC ISCaiRDlTURE IK PORTUGAL.
It is the object of this chapter to analyse the time-pattern of the growth
of public expenditure in Portugal in order to find some of the relevant factors
which contributed to that growth. We say "some" of the relevant factors, and
not "the" factors, because the study of the influences accounting for the growth
of public expenditure cannot be complete before the analysis of the growth of
different categories of expenditure is made. And that analysis forms the content
of the next chapter. Meanwhile, some of the factors which contributed to the
increase in the absolute level of expenditure will be detected in the analysis of
the time-pattern of the growth.
The best way of conducting this analysis in aggregative tern© would consist
in discussing the growth of the expenditures of all levels of government taken
together and considering afterwards separately the behaviour of the expenditures
of the central and the local governments. Since the available data concerning
local authorities do not go further back than 1928, while central government data
go as far back as the beginning of the century, it seemed preferable to examine
separately the expenditures of the two levels of government, and only after that
make some references to the increase in total expenditures for the period for
which there are data.
1. The Growth of the Expenditures of the Central Government.
(a) The Absolute Growth of Expenditure.
Table I presents the expenditures of the central government in current and in
TABLE I.
Expenditure of the Central Government in Portugal
(1900 - 1958) (1,000 millions of escudos)
Expenditure Price Expenditures Index of Expenditure Price Expenditures Index of Expenditures Price Expendi tunes Index of
at current Index at 1914 Growth at current Index at 1914 Growth at current Index at 1914 Growth
Year prices Deflator prices 1900=100 Year prices Deflator prices 1900=100 Year prices Deflator prices 1900=100
1900 45.0 90.1 49.9 100 1919 224.5 313.6 71.6 143 1939 2,361.6 1,916 123.3 247
1901 45.7 90.0 50.8 102 1920 318.6 475.2 67.1 134 1940 2,408.0 2,009 119.9 240
1902 46.0 87.3 52.7 106 1921 448*3 728.1 61.6 123 1941 2,848.6 2,268 125.6 252
1903 46.5 90.0 51.7 104 1922 748.2 983.0 76.1 153 1942 3,026.3 2,758 109.7 220
1904 47.4 96.4 49.2 99 1923 966.7 1,613 59.9 120 1943 3,758.4 3,m 120.8 242
1905 49.4 95.5 51.7 104 1924 1,217.8 1,908 63.8 128 1944 3,650.0 3,208 113.8 228
1906 52.5 95.5 54.9 110 1925 1,454.6 2,115 68.8 138 1945 4,067.7 3,479 116.9 234
1907 57.7 95.5 60.5 121 1926 1,607.9 2,224 72.3 145 1946 4,765.0 3,980 119.7 240
1908 60.2 96.4 62.4 125 1927 1,673.7 2,499 67.O 134 1947 6,306.6 4,103 153.7 308
1909 60.4 97.3 62.1 124 1928 1,595.1 2,427 65.7 132 6,188.2 3,881 159.5 320
1910 60.5 93.6 64.6 129 1929 1,729.1 2,361 73.2 147 1949 7,338.5 3,920 187.2 375
1911 60.3 99,1 60,8 122 1930 1,7928 2,243 79.9 160 1950 6,454.4 3,819 169.0 339
1912 61.0 99.1 61.6 123 1931 1,811.4 1,990 91.0 182 1951 6,959.0 3,872 179.7 360
1913 57.0 100.9 56.5 113 1932 1,893.5 1,949 97.2 195 1952 7,294.4 3,878 188.1 377
1914 67.8 100.0 67.8 136 1933 1,956.3 1,948 100.4 201 1953 7,765.9 3,913 198.5 398
1915 95.9 111.2 86.2 173 1934 1,975.1 1,968 100.4 201 1954 7,978.3 3,944 202.3 405
1916 116.0 137.1 84.6 170 1935 1,920.6 1,982 96.9 194 1955 8,423.9 4,077 206.6 414
1917 143.3 172.1 83.3 167 1936 2,049.8 2,022 101.4 203 1956 9,218.3 3,256 216.6 434
1918 187.2 234.2 79.9 160 1937 2,065.3 2,102 98.3 197 1557 10,166.7 4,257 238.8 479














real terms since the beginning of the century, as well as the index of growth
of these expenditures on the basis of their level in 1900.
From that table, and from graph I, we can see that since the beginning of
the century up to 1958, the expenditures in real terms experienced an increase
of five times, and that this increase was quite unevenly distributed through
time.
First, and in very broad terms, we can say that the increase occurred in
two different periods: 1900-10 and 1928-58 - particularly in the years following
the Second World War.
At first sight it seems quite impossible to explain this growth in all its
aspects on the basis of a single factor, such as the increase in income per head
or the effect of wars. There are some factors, however, whose influence on that
growth is immediately suggested by an examination of the time-pattern. The first
one is that of the price movements.
There is quite a striking inverse correlation between the growth of public
expenditure and the price index movements. The first period in which we notice
an appreciable increase in the absolute level of public expenditure, that of
1900-10, was one of only slightly rising prices: an increase in expenditures of
29fe coincided with an increase of less than 5% in the general level of prices.
The war years, and especially 1915, the year in which Portugal entered the
war, had of course relatively high expenditures. However, immediately after the
war, expenditures in real terms declined to the pre-war level, or even lower,
remaining at that level up to 1928. In that year Dr. Salazar took power as a
Minister of Finance. Then we observe an inverse correlation between the movements
in the index of prices and those of expenditures in real terms. From the end of
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World War I, and up to 1923, the country lived in a period of galloping inflation
in which the tax system, mainly based on property tax and import duties assessed
almost entirely on a "specific" basis, showed itself completely incapable of
matching the decline in the value of money and coping even with the maintenance
of a very low standard of public services. The budgetary deficit formed the
main concern of all governments of that epoch, and they tried every expedient to
find cash for the meagre activity of the State,
In the three years which followed 1923 there was a temporary increase in
public expenditures in real terms which coincided with a slowing down in the rate
of increase in prices. After the new financial administration restored the
stability of prices in 1928 there began a new regular increase in the level of
public expenditure (the period from 1927 to 1933 was one of declining prices,
followed by a period of relatively stable prices up to the Second World War),
Even the experience of wartime was in accordance with the trend that large
increases in the price level prevented the growth of public expenditure in real
terms. In actual fact the expenditures of the central government, in real terras,
remained almost stationary during the war.
It was just after the war that Portuguese public expenditures experienced
their greatest push upwards. That increase deserves careful explanation, but
before trying to see what accounted for it, it seems convenient to refer to some
aspects of that growth.
The first one is its relation to political factors. It is difficult to
avoid feeling that the trends and behaviour of the spending of the central govern¬
ment bore some relation to the political ventures of the country. One is compelled
to relate the periods of regular growth of the expenditures in real terms with
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administrative stability, and the irregularity and the incapacity of maintaining
the level of expenditure with government instability. That does not mean that
we believe this relationship necessarily holds at all times, but only that, owing
to particular reasons, such a relationship between the two phenomena was experienced
broadly in Portugal in the last six decades.
The period up to 1910 was, indeed, one of relative stability in government.
It included a short experience of dictatorship under the premiership of Joao Franco
while the monarchy was still in power. During the last two years of the monarchy,
after the regicide in 1908, the regime gradually grew weaker with an inexperienced
and powerless young king at the head of the State. But it was not until 1910
that the change to the Republican regime occurred.
The years which followed, up to 1926 (the year in which General Gomes da Costa
siezed power), were of almost permanent government instability with continuous
cabinet failures at an average of some two per year. It was also a period in
which there were no permanent increases in the absolute level of expenditure.
An upward trend only reappeared after 1928, when governmental continuity and price
stability were arestored.
The explanation for this relation between government continuity and the growth
of public expenditures comes, parobably from two diffeaent factors: one, which was
alaeady pointed out, was the alleged incapacity for weak and nort-lasting govermnents
to enforce price stability or to adapt the tax staructure of the country to a context
of rapidly growiaag prices; the other proceeds from the diffeaent approaches to vote-
catching or the ways of gathering support from the nation at large. Even during
the last years of the monarchic regime, governments which could last in power for
some time probably believed that the ultimate test of their administration and,
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hences the support they could get from the electorate, rested upon the "working"
of public institutions, i.e., public works and the standards of services.
Governments whose support rested on very mobile electorates and unstable parlia¬
mentary coalitions believed, probably, that they could remain longer in power if
they did not challenge the tax-payer with an always apparently growing tax bill.
They preferred, in general, to rely on delicit financing and in treasury expedients
which, in the end, worked in the opposite direction to that desired.
The Salazar Administration, having come to power with the explicit plan of
fighting inflation, strengthening the position of the escudo, and restoring the
balance between revenue and expenditure by curbing the wastage of funds, began by
reforming the law governing public expenliture procedures in 1928, and by reforming
the tax system in 1929. The Administration relied, not so much on maintaining the
level of expenditure, but, instead, on restoring price stability, balanced budgets,
and on the material achievements of its programmes of public works (mainly in the
fields of road construction, harbour modernization and the building of schools).
The balanced budget was restored, but not as much as a result of the economies
enforced by tighter control of expenditures, as is generally believed, but through
an increase in tax proceedings.
There was, however, an increase in the level of government expenditure which
was not only an increase in the absolute level, but also an increase in its share
of national expenditure. This occurred after the Second World War, but it claims
for a different and more detailed explanation.
However, before trying to analyse it there are two other aspects to consider
in connection with the trends shown by the absolute level of expenditure of the
central government. The first refers to the impact of unemployment on that level.
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It is impossible, due to the lack of statistical data, to conduct a detailed
analysis on that point, Nevertheless, there is one conclusion which appears to
be quite safe to draw from a mere analysis of government accounts: unemployment
did not exert a permanent effect on the level of expenditure of the central
government.
Neither the Portuguese National Institute of Statistics nor the Department
corresponding to the British Ministry of Labour - the "Minist6rio das Corporacoes"
- collect regular data about the state of employment in the country. In the last
censuses of population, there were some data on unenployment, but they were quite
incapable of giving a true picture of the state of employment: first, because they
completely overlooked partially unemployed (those who only work three or four days
per week, for instance) which forms the main problem of concealed employment in
the country; and second because they exclude those who look for employment for the
first time.
With only a broad knowledge of the Portuguese economic history of the last
half-century, and from reading the reports which accompanied the accounts of the
government in their presentation to Parliament, one ascertain® that unemployment
formed a major concern of governments, especially in the first half of the 1920's,
and even in some years of the First World War (especially I9I5 and 1916).
In 1915 and 1916, as well as from 1920 to 1925, expenditures on public works
and different forms of helping agriculture - directed to fight unemployment and the
economic crisis experienced by the country - accounted for the main part of the
increase in expenditures whion appears under the heading of "economic services",
and which were considerably inflated for these years.
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hfotwithstanding the general concern with the problem of unenployraent and
the "economic crisis", these factors were unable to produce a permanent increase
in the level of expenditures of the central government. Indeed, after having
reached very high levels, those expenditures returned, to their previous level, if
not to a lower one,
A last major point to consider in relation to the growth of expenditures in
real terms is that of the effect of the two world wars on the growth of public
expenditure.
As it is clear from Table I and the corresponding graph, no permanent effect
was left over by World War I on the level of expenditure. War, mainly through,
the increase in defence expenditures, either in the Metropolis or in the Colonies;
produced a temporary raise of expenditure. However, as. soon as the defence effort
ceased to require an important amount of public resources, expenditures fell to
their previous level, notwithstanding the permanent financial obligations left over
by the war, which continued to inflate the budget up to the beginning of the 1920's.
"Hie effect produced by World War II is much more complicated to analyse and
we prefer to discuss it in detail in the Conclusions, when trying to reconcile the
different factors which determined the growth of public expenditure in Portugal
during our period of analysis. It is, however, important to note that the expend¬
itures of the central govern;!ent - as well as those of the local authorities - did
not increase in real terms during wartime, There was a quite substantial increase
in expenditures in money terms: they more than doubled from 1938 to 1946; but once
more a rapid devaluation of money prevented them from growing in real terms.
The period subsequent to the war knew a p>er;nanent increase of expenditures
not only in absolute real terms, but also as a percentage of the national product.
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An adequate explanation for this growth, hoover, cannot be provided at this
stage of the analysis.
(b) The Growth of Expenditures per head.
The study of the growth of public expenditure per head will lack a good
deal of meaning without some knowledge of the movement of national income or
product per head.
The growth of population can, indeed, influence the trend of public expend¬
iture in more than one direction. It is to be expected that for most categories
of expenditure the absolute amount of outlays is forced to grow, just to maintain
a given standard of service. Thus it is for education and, one should expect,
law and order, many of the social services^ and for some categories of economic
services. But, the hypothesis of the maintenance of a given standard of service
is not a necessary one and, in relation to some categories, it can be an idle one.
Relief payments and expenditures on public assistance in general can very well
diminish when population grows if such growth is accompanied by an improvement in
the conditions of employment and the general standard of living, especially if it
benefits in particular the lower incone groups.
Unfortunately, we cannot relate with any accuracy, the trend of expenditures
per head, either with the output per capita, or with the state of enployment for
the whole period of our analysis.
It is difficult to establish any well founded hypothesis on the growth of the
Portuguese national income per head, given the lack of information for most of the
period.
Another factor related with population growth which can influence not only the
amount, but also the composition of public expenditure, is the distribution of the
TABLE II.

















































1900 49.9 5,423 9.20 100 1919 71.6 6,022 11.89 129 1939 123.3 7,595 16.23 176
1901 50.8 5,452 9.32 101 1920 67.1 6,033 11.12 121 1940 119.9 7,722 15.53 169
1902 52.7 5,500 9.57 104 1921 61.6 6,079 9.87 107 1941 125.6 7,758 16.88 183
1903 51.7 5,549 9.32 101 1922 76.1 6,159 12.36 134 1942 109.7 7,830 14.01 152
1904 49.2 5,598 8.79 96 1923 59.9 6,238 9.60 104 1943 120.8 7,902 15,29 166
1905 51.7 5,647 9.16 100 1924 63.8 6,317 10.10 110 1944 113.8 7,974 14.27 155
1906 54.9 5,696 9.64 105 1925 68.8 6,396 10.76 117 1945 116.9 8,046 14.53 158
1907 60.5 5,744 10.53 114 1926 72.3 6,476 11.16 121 1946 119.7 8,118 14.75 160
1908 62.4 5,793 10.77 117 1927 67.0 6,555 10.22 111 1947 153.7 8,190 18.77 204
1909 62.1 5,842 10.63 116 1928 65.7 6,634 9.90 108 1948 159.5 8,262 19.31 210
1910 64.6 5,891 10.97 119 1929 73.2 6,713 10.90 118 1949 187.2 8,333 22.46 244
1911 60.8 5,960 10.20 111 1930 79.9 6,826 11.71 127 1950 169.0 8,441 20.02 218
1912 61,6 5,965 10.33 112 1931 91.0 6,878 13.23 144 1951 179.7 8,477 21.20 230
1913 56.5 5,973 9.46 1C3 1932 97.2 6,968 13.95 152 1952 188.1 8,549 22.00 239
1914 67.8 5,981 11.34 123 1933 100.4 7,057 14.23 155 1953 198.5 8,621 23.03 250
1915 86.2 5,989 14.39 156 1934 100.4 7,147 14.05 153 1954 202.3 8,693 23.27 253
1916 84.6 5,997 14.11 153 1935 96.9 7,237 13.39 146 1955 206.6 8,765 23.57 256
1917 83.3 6,005 13.87 151 1936 101.4 7,326 13.84 150 1956 216.6 8,937 24,24 263
1918 79.9 6,013 13.29 144 1937 90.3 7,416 13.26 144 1957 230.8 8,909 26.80 291




population per age group. In the case of Portugal the fertility rate has been
fairly stable with a slight trend to decline in the last decades. The First
World War produced a small "dent" in the population pyramid followed by an increase
in the school age groups at the end of the twenties and in the thirties. The
effect of these changes, even in particular categories of expenditures (mainly
education), appear as having been of relatively minor significance compared with
the influence of the general change of opinion concerning education which has
occurred in the last decades. The impact of the ageing of the population, on
••
./V ?
pensions for instance, was negligible given the fact that up to World War II only
the civil servants had a well-established right to old age pensions. Lately the
age of retirement has been successively increased, which probably more than offset
the effect of the ageing of population. In any case it is extremely difficult
and almost guesswork to attempt to separate the influences of these factors on
public expenditures in general.
Comparing the growth of the expenditure of the central government in absolute
terms with the growth on a per capita basis, we can notice that from the beginning
of the century till the end of the fifties the expenditure per head has grown only
three tines which is a little more than half the five tines increase in the same
expenditures in absolute real terms.
Part of the relatively rapid increase in expenditures in absolute terms after
the Second World War was the result of the growth of the rate of increase in pop¬
ulation. In effect, the slope of the curve of expenditures per head after the war
does not differ greatly from that of the period between 1928 and the end of the war.
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2. The Growth of Ttcpenditure of Local Governments.
Taking 1928 as a basis, and considering only the rates of growth of the
expenditures of the central and local governments in real terms, we find that
the average annual rate of growth of the two levels of decision-taking in the
public sector during the last thirty years was quite similar. While the expend¬
itures of the central government grew times during the three decades beginning
in 1928, the expenditures of the local governments experienced a 3p fold increase.
The pattern of growth of the expenditures of the two levels of government,
however, was rather different.
As can be seen from Table III and Graph II, there have been three different
relative positions of the indexes of growth of the experd itures of the central and
the local governments compared with the 1928 level. From 1928 to 1932, the index
expressing the growth of the expenditures of the local authorities on the basis of
1928 remains tinder the index of growth of the expenditures of the central government;
from 1933 up to 1949 the relative position of the two indexes is opposite; but in
1950 the index corresponding to the expenditures of the central government overtook
that of the expenditures of the local governments.
A feature to notice in the picture is that of the decline in the absolute level
of local expenditure in real terms after 1941 and of its slow recovery up to 1946;
this was a result of the inflation experienced during Hie war.
Trying to explain the behaviour of the index of growth of local expenditures
we would say that from 1928 up to 1932 local expenditures failed to keep pace with
the growth of expe ditures of the central government as a result of the late reform
of the local tax powers. The last reform of the central tax system, indeed, was
introduced in 1929, whereas that of the Administrative Code, which defines the tax
TABLE III.


























1928 283.0 2.427 11.66 100 1943 650.7 3.118 20.87 179
1929 284.3 2.361 12,04 103 1944 716.1 3.208 22.32 191
1930 305.7 2.243 13.63 117 1945 798.8 3.479 22.96 197
1931 325.0 1.990 16.33 140 1946 978.3 3.980 24.58 211
1932 320.8 1.949 16.46 141 1947 1,417.2 4.103 34.54 296
1933 373.7 1.948 19.18 164 1948 1,162.3 3.881 29.95 257
1934 447.9 1.968 22.76 195 194-9 1,307.3 3.920 33.35 286
1935 473.8 1.982 23.91 205 1950 1,097.4 3.819 28.74 246
1936 478.9 2.022 23.68 203 1951 1,055.0 3.872 27.25 234
1937 512.0 2.102 24.36 209 1952 1,143.0 3.878 29.45 253
1938 519.4 2.037 25.50 219 1953 1,196.8 3.913 30.59 262
1939 686.7 1.916 35.84 307 1954 1,275.9 3.944 32.35 277
1943 733.7 2.009 36.52 313 1955 1,333.5 4.077 32.71 281
1941 627.9 2.268 27.69 237 1956 1,438.6 4.256 33.80 290
1942 622.8 2.758 22.58 194 1957 1,601.6 4.257 37.62 323
1958 1,610.0 4.260 37.79 324
1928 1930 14 59 1940
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powers of the local governments only cane into force in 1933• Since then, and
up to the middle of the war, a policy of local development not yet impaired by
the new ideas of centralization of the process of decision-taking, manifested
itself in a faster rate of growth of expenditures at the local rather than at
the central level. Afterwards inflation curbed local expenditures in real terms,
producing a big slump up to the end of the conflict. After the war there was a
tendency for local expenditures to revive, but with the trend for centralization,
developed during and after the war, the rate of growth of the expenditures of the
central government soon outstripped that of the expenditures of local authorities.
In terms of the shares of the two levels of government in total public
expenditures, as is shown in Table IV, two distinct periods of opposite trends can
be detected: one of almost continuous growth on the part of the local governments
in total expenditures, which goes up to 1940, bringing their share from around one
seventh to more than one fifth; and the other from 1940 onwards -which, after some
fluctuations, shows a marked trend for the decline in that share. After 1951,
however, local expenditures in relative terms more or less stabilized around one
seventh of the total.
Tables III and IV tell us how the expenditures of local authorities behave in
comparison with those of the central government, but they are not conclusive on the
important point of the trends towards centralization or decentralization in the
process of decision taking. They suggest some degree of centralization rather than
the opposite, since the part of local authorities in total public expenditures was
declining, but we cannot say to -what extent such decentralization took place without
examining the proportion of receipts that local governments obtain out of taxation
and the importance of grants in aid to their revenue.
TABLE IV.
Expenditures of the Central arid Local Governments and their Relation to Total Public Expenditure in Portugal,
(millions of esctidos)
Year
Expenditure of the Central
Government
Expenditure of the Local
Government
Total
Expenditure of the Central
Government
Expenditure of the Local
Government
TotalAmount % Amount % Year Amount % Amount %
1928 1,595.1 84.9 283.0 15.1 1,878.1 1947 6,306.6 81.7 1,417.2 18.3 7,723.8
1929 1,729.1 85.9 284.3 14.1 2,013.4 1948 6,188.2 84.2 1,162.3 15.8 7,350.5
1930 1,792.8 85.4 305.7 14.6 2,098.5 1949 7,338.5 84.9 1,307.3 15.1 8,675.8
1931 1,811.4 84.8 325.0 15.2 2,136.4 1950 6,454.4 85.5 1,097.4 14.5 7,551.8
1932 1,893.5 85.5 320.8 14.5 2,214.3 1951 6,959.0 86.8 1,055.0 13.2 8,014.0
1933 1,956.3 84.0 373.7 16.0 2,330.0 1952 7,294.4 86.5 1,173.0 13.5 8,437.4
1934 1,975.1 81.5 447.9 18.5 2,723.0 1953 7,765.9 86.6 1,196.8 13.4 8,962.7
1935 1,920.6 80.2 473.8 19.8 2,394.4 1954 7,978.3 86.2 1,275.9 13.8 9,254.2
1936 2,049.8 81.1 478.9 18.9 2,528.7 1955 8,423.9 86.3 1,333.5 13.7 9,757.4
1937 2,065.3 80.1 512.0 19.9 2,577.3 1956 9,218.3 86.5 1,438.6 13.5 10,656.9
1938 2,310.2 81.6 519.4 18.4 2,829.6 1957 10,166.7 86.4 1,601.6 13.6 11,768.3
1939 2,361.6 77.5 686.7 22.5 3,048.3 1958 10,490.0 86.7 1,610.0 13.3 12,100.0
19V) 2,408.0 76.6 733.7 23.4 3,141.7
1941 2,843.6 81.9 627.9 18.1 3,476.5
1942 3,026.3 82.9 622.8 17.1 ' 3,649.1
1943 3,758.4 85.2 650.7 14.8 4,409.1
1944 3,650.0 83.6 716.1 16.4 4,366,1
1945 4,067.7 83.6 798.8 16.4 4,866.5
1946 4,765.0 83.0 978.3 17.0 5,743.3
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Table V presents the amount of grants in aid received by local authorities
from the central government as a percentage of local expenditure.
We have no data on the amount of grants in aid received by local authorities
except for 1938 and the years since 1947. It is thus very risky to compare the
importance of this source of income before and after the war; furthermore, the
figures we have do not establish a clear trend.
In all years after the war, grants in aid formed a greater proportion of
local expenditures than in 1938. We cannot say, however, that 1938 was a normal
year in that respect, since the grants in aid vary quite substantially from year
to year. It is suggested by the figures, however, that the importance of grants
in aid in the expenditures of the local goverments has increased somewhat since
1938, though that increase was in no sense pronounced.
TABLE V.
GRANTS IN AID AS A PROPORTION OF LOCAL EXTENDITUHES
Year Total Expenditure Grants in Aid Percentage
1938 519.4 27.1 5.2
1947 1417.2 78.3 5.5
1948 1162.3 111.8 9.6
1949 1307.3 74.4 5.7
1950 1097.4 59.5 5.4
1951 1055.0 61.4 5.8
1952 1143.0 71.2 6.2
1953 1196.8 83.9 7.0
1954 1275.9 98.1 7.7
1955 1333.5 111.4 8.4
1956 1438.6 91.1 6.3
1957 1601.6 112.3 7.0
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A point which would help to analyse the trend in the relative importance
of the two levels of government in the process of decision-making is that related
to the nature of the grants in aid. What proportion of the grants of the central
government to local authorities are tied? There is no available data, and we
have to look at the normal administrative procedures surrounding these grants*
As a normal rule - we would say that almost in their entirety - grants in aid to
local authorities are attributed to given projects, and projects which in general
require at least the formal approval of a central body (normally the Ministry of
Works through its various departments). Thus, they are almost entirely tied, at
le st in a formal sense, though apart from technical supervision, local authorities
enjoy almost a complete degree of freedom in choosing their projects. The rule is
for the central government to contribute to a wide range of local projects up to
5C$ of their total cost.
The only element in which we can judge the relative degree of freedom of the
local governments in the use of their grants in aid before and after the war is
the proportion of these grants which goes to capital and current expenditures
respectively. In what concerns current expenditures, local governments enjoy
practically complete freedom of decision, only subject to some legal requirements.
In the use of grants in aid for capital purposes there exists the fact that the
projects for which they are attributed are carefully examined by the central
government, at least in their technical aspects.
The distribution of grants in aid to local authorities between current and




GRANTS IN AID TO LOCAL AUTHORITIES USED FOR CURRENT AND CAPITAL PURPOSES
Year
Used for Current Purposes Used for Capital Purposes
Amount Percentage Amount Percentage
1938 12.6 46,5 14.5 53.5
1947 12.4 15.7 66.0 84.3
1948 11.5 10.3 100.4 89.7
1949 11.5 15.4 63.0 84.6
1950 11.4 19.1 48.1 80.9
1951 11.4 18.6 50.0 81.4
1952 11.5 16.1 59.7 83.9
1953 11.4 13.6 72.4 86.4
1954 11.4 11.6 86.7 88.4
1955 14.6 13.1 96.8 86.9
1956 14.4 15.8 76.7 84.2
1967 14.5 12.9 97.8 87.1
In conclusion, it can be said that there is some evidence that there was a
tendency for a strengthening of the position of the central government in the
process of decision-taking after the Second World War, but of quite moderate
proportions. This is shown by a decrease in the share of local governments in
total publio expenditure coupled with an increase in the importance of grants in
aid and an increase in the proportion of those grants which are tied.
The problem remains, however, whether this transfer of power of decision¬
making to the central level was the result of the war itself, by the operation of
the scale effect, or was due to some other cause.
The fact that it was just after 1940, when the consequences of the war begun
to be felt through the impact of inflation on public expenditures, that local
authorities failed to keep their previous share in total public expeid iture,
and that after 1950 this share was more or less stabilized, at a lower level,
suggests the operation of that effect. In addition to being of very moderate
proportions, however, a closer analysis of the situation shows that such changes
in the relative importance of the two levels of government as a source of spending
decisions, differed from what happened in other countries (namely in threat Bidtain
and the United States) and bear a rather diffuse connection with the war. It was
not the need for centralisation of decisions on public expenditures and in mobiliz¬
ing the tax capacity for the purposes of war which produced the effect of a transfer
of power and responsibilities from the lower to the upper levels of government.
It was, instead, a slow and regular trend towards more even national standards of
services and towards a greater acceptance of the need for national planning in
fields like roads, urbanisation, health facilities, etc., which produced this change.
It was due to the changes of mentality which fallowed the war, and to the
problems which appeared in post-war time, rather than to needs created by the war
itself or to habits formed during the war period.
It was the new services created at the central level, such as the national
insurance schemes, the boards of economic co-ordination, etc., which mainly contri¬
buted to the increased relative importance of the central government,
1. The concept of the "scale effect" was introduced by A. T. Peacock and J. Wiseman
in The Growth of Public expenditures in the United Kingdom. 1690-1955. quoted
above, and consists of a decrease in the importance of the lower levels of
governments as independent centres of decision-taking inside the public sector.
Their decreased role as units of expenditure policy as manifested, either by a
decline in their share in total public expenditure, or in their growing depend¬
ence on grants in aid received from the higher levels of government.
- 81
A final point related to the growth of the expenditures of the different
levels of decision-taking, is that which concerns the relative importance of
the various kinds of local authorities in total local expenditures and its
variations through time.
Table VII presents the distribution of local expenditures among the three
types of local authorities: Provincial councils, District councils, and
Municipalities - since 1928, Municipalities are the most important of them,
their expenditures accounting for around 90% of total local expenditures. The
District councils are quite important too, either by their functions, which
include roads, police, health, urbanisation, etc,, or by their amount of expend¬
itures in the areas covered by them; but they form a type of administrative
authority which exists only in the Adjacent Islands (Madeira and Azores), where
1
a greater degree of decentralization is required. The Provincial councils, which
covered the whole continental area of the country, had quite restricted functions:
mainly those of co-ordination of touristic activities and public assistance.
Their importance in terms of expenditure was relatively small and since 1928 it
has been reduced even further, especially during the 1940's.
Since the three types of regional and local authorities obtain their revenues
from different sources it is difficult, and there is not much sense in looking for
a logical explanation of the variations in their respective shares of total local
expenditures. There were some fluctuations in their relative proportions over
time, but they remained of the same order of magnitude in 1928 and 1957*
1. They were recently abolished and substituted by District councils.
TABLE VII.
Distribution of the i-ypenditnres of the Local Governments by Type of Authority in Pjrtmal (1928 - 1958).
Year




Municipalities District Councils Provincial Councils
TotalAmount t % Amount % Amount % Amount % Amount % Amount %
1928 251.4 88.8 23.6 8.3 8.0 3.8 283.0 1943 590.4 90.7 48.0 7.4 12.3 1.9 650.7
1929 248.3 87.3 26.3 9.3 9.7 3.4 284.3 1944 644.0 89.9 58.3 8.2 13.8 1.9 716.1
1930 266.8 87.3 27.2 8.9 11.7 3.8 305.7 1945 720.6 90.2 64.0 8.0 14.2 1.8 798.8
1931 287.1 88.3 26.3 8.1 11.6 3.6 325.0 1946 887.2 90.7 76.1 7.8 15.0 1.5 978.3
1932 278.5 86.8 31.5 9.8 10.8 3.4 320.8 1947 1305.1 92.1 95.3 6.7 16.8 1,2 1,417.2
1933 325.2 87.0 37.5 10.0 11.0 3.0 373.7 1948 1052.2 90.5 89.1 7.7 21.0 1.8 1,162.3
1934 402.7 89.9 34.5 7.7 10.7 2.4 447.9 1949 1193.3 91.3 90.7 6.9 23.3 1.8 1,307.3
1935 432.2 91.2 30.0 6.3 11.6 2.5 473.8 1950 978.9 89.2 94.4 8.6 24.1 2.2 1,097.4
1936 441.9 92.3 24.6 5.1 12.4 2.6 478.9 1951 932.3 83.4 99.5 9.4 23.2 2,2 1,055.0
1937 474.5 92.7 26.5 5.2 11.0 2.1 512.0 1952 1010.7 88.4 105.9 9.3 26.4 2.3 1,143.0
1938 480.3 92.5 25.8 5.0 13.3 2.6 519.4 1953 1047.7 87.5 122.3 10.2 26.8 2. 2 1,196.8
1939 640.3 93.2 35.3 5.2 11.1 1.6 586.7 1954 1122.3 88.0 125.5 9.8 28.1 2,2 1,275.9
1940 681.6 92.9 39.8 5.4 12.3 1.7 733.7 1955 1180.8 88.5 122.0 9.2 30.7 2.3 1,333.5
1941 569.0 90.6 46.1 7.3 12.8 2.0 627.9 1956 1278.6 88.9 127.3 8.8 32.7 2.3 1,438.6
1942 566.2 90.9 44.2 7.1 12.4 2.0 622.8 1957 1423.6 88.9 145.3 9.1 32.7 2,0 1,601.6
1958 1426.5 88.6 150.5 9.3 33.0 2.1 1,610.0
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CHAPTER IV.
ECONOMIC AMD FUW3TIOML COMPOSITION OF EXFEIDIIFIRE
"1 • General Aspects.
The changes in the composition of the Portuguese public expenditures through
time is of interest in this study for two distinct reasons. First of all, by
showing the changes in economic and functional structure which accompanied the
process of growth it will indicate the relative contribution of each category of
expenditure to the overall increase. Secondly, it will help in finding the
factors (political upheavals, defence requirements, economic disturbances, changes
in social and political philosophy, etc.) which accounted for that growth.
A five-fold increase in the expenditures of the central government in absolute
terns, as a three-fold increase in per capita expenditures, obviously did not occur
without some important changes in the economic and functional structure of the out¬
lays. The object of this chapter is to scrutinize these changes in expenditures
in order to clarify the nature and form of its growth.
With that purpose in mind public expenditures will be broken down into a
number of suitable categories (on the basis of the available data) for revealing
the nature of the process of growth.
As there was no unique or uniform criterion, the choice of categories was made
in a way which would meet the needs of our analysis and enable grouping of the
individual items which appear in the accounts of the Treasury as well as those of
independent or autonomous bodies whose expenditures were included in the totals.
Concerning the distribution of the expenditures by functions (where the
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applications of son© kind of scientific criteria seemed still more difficult
than in the distribution by econondc categories) the main considerations were
of expediency. The principal concern was in finding a limited number of
categories such as "law and order", "defence", "education and culture", etc.,
which are commonly used in other similar analyses, and axe capable of revealing
the main changes in the functions of the government since the beginning of the
century, as well as the factors determining them. The resulting break-down was
almost as detailed as we wished for the purposes of this study.
The economic composition presented a different problem, and a very simple
division into four broad categories had to be made, in view of the difficulty of
going into greater detail without loosing accuracy in the distribution of individ¬
ual items among different groups. Thus, only the distinctions between "expenditures
on goods and services" and "transfers and subsidies", on the one hand, and expend¬
itures on "current" and "capital" accounts, on the other, were made.
The scope of the analysis and the number of points which ecu Id be made clear
would certainl be extended if it were possible to proceed in greater detail.
But the lack of information, and the existence of general items without sufficient
explanation of their economic composition, prevented a more detailed break-down,
unless we were prepared to make the allocation of important amounts of expenditure
by pure guesswork,
2. Functional Categories.
(a) Expenditure of the Central Government.
An important change occurred since the beginning of the century in the
functional composition of the expenditures of the oentral government, i.e., in the
relative importance of the different functions fulfilled by the government. In
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order to understand this change it would be very useful to know the relative
amount of total national resources absorbed by each function. Unfortunately,
the data concerning the Portuguese national product and expenditure cover so short
a period of time that no long-term trend can be revealed by an analysis of this
type. Therefore, it seemed preferable to concentrate the search on the changes
in the relative importance of different functions through time, and to 'try to
relate those changes with the relevant historical events and other factors operating
on the distribution of public expenditure.
The functions considered in our grouping of the expenditures of the central
government were: general administration, public debt, defence, law and order,
social services, economic services, education and culture, relations with overseas
(including the expenditures both with foreigners and with the Colonies), and other
non specified. A detailed description of the composition of each one of these
categories is given in the Appendix on sources and methods.
The fi st aspect of the problem to be examined is that of the relative growth
of different functions.
As we already pointed out, a five-fold increase in expenditvires in real terms,
and a three-fold increase in expenditures per head did not occur in a regular
fashion, neither temporal nor functional. On the contrary, temporary fluctuations
in the expenditures on functions s 'ch as defence, internal order, and Colonial
\
adiidnistfiation, were associated with an uneven long-term growth of the various
functions. So, between the beginning of the century and 1957> there were functions
such as economic and social services which increased some twenty times, while the
service of public debt declined to about half its amount in real terms.
The following table shows in more detail how many times the expenditures on
each function increased in absolute real terms, and per capita terms since 1900.
Prom this table we can clearly see the differences in the rates of growth of the
different functions. As a matter of fact, % of the total growth of the expend¬
itures of the central government were due to the increase which occurred in three
categories: economic services, social services, and education and culture.
TABLE VIII.
GROWTH OF EXiSBDITUEES OF THE DIFFKBNT FUNCTIONS OP THE CENTRAL GOVERNMENT
FUNCTIONS
Times Increase: 1900 to 1957
Absolute real terms Per head
General Administration 2jjf i
Public Debt m-
Defence ** 2i
Law and Order 5f 3^
Social Services 18i 11
Economic Services 20^ 121
Education and Culture 13* 8
Relations with Overseas *4 2f
Other non specified 2 H
Total 5 3
"While these three categories together grew 17 times in absolute real terms,
the other six grew only one and a half times. If from these six categories we
excluded defence, the expenditures corresponding to the remaining five scarcely
increased at all in real terms, indicating an actual decline in the expenditures
per head.
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As a first conclusion we can state that, although only public debt service
actually declined in real absolute amount, the bulk of the increase in the
expenditures of the central government during the last six decades was due almost
entirely to the growth of expenditures on economic and social services and
education. If we included education and culture in the category of social
expenditures (as is frequently done) we would have to assign to the expenditures
of economic and social character three-quarters of the total growth of expenditures.
This helps to explain the nature and source of the growth in public expend¬
itures in Portugal. However, the factors determining this growth will begin to
emerge more clearly only when we have examined the time-pattern of growth of the
different categories. These did not grow on a regular fashion.
On the other hand, each functional category is formed by the aggregation of
various items whose movements were souaetimes of quite different magnitude and
direction, and which, in some cases, will be convenient to examine in detail.
In the case of the expenditures on the relations with overseas, for instance,
the increase in the part devoted to foreign relations was more than twice the
increase in the expenditures on colonial administration. Similarly, the expend¬
itures on internal order, increased twice as fast as those on justice.
War was the time-pattern of growth of the different categories and sub¬
categories the same. While experditures on defence expanded very quickly under
the pressure of war and international t ension, other expenditures sometimes had to
be curtailed to give room for military expenditure in a budget of limited resources.
Table IX shows the distribution in money as well as in percentage terms of the
expenditures of the central government among various functions.
Two general long-term trends are noticeable: the sharp decline in the relative
TABLE IX,
Distribution of the Expenditure of the Central Government by Functions (1 000 - 1957)»
1 V (t
FUNCTIONS
1900 1901 1902 1903 1904 1905 1906 1907 1908
Amount Lmount % Amount % Amount % Amount % Amount * Amount % Amount % Amount %
General Administration 5,282 11.8 5,300 11.6 5,366 11.7 5,451 11.7 5,381 11.4 5,619 11.4 6,146 11.7 5,913 10.2 5,567 9.2
Public Debt 20,673 46.3 21,724 47.5 21,982 47.9 21,853 47.1 22,162 46.7 22,373 45.3 22,398 42.7 23,115 40.0 24,383 40.2
Defence 7,116 15.9 7,059 15.4 7,185 15.6 7,310 15.7 7,515 15.8 8,270 16.7 8,946 17.1 10,664 18.5 11,136 18.4
Law and Order 1,766 4.0 1,797 3.9 1,870 4.1 1,982 4.3 2,000 4.4 2,176 4.4 2,276 4.3 2,399 4.2 2,453 4.0
Social Services 2,723 6.1 2,776 6.1 2,955 6.4 3,16? 6.8 3,287 6.9 3,482 7.1 3,526 6.7 3,956 6.9 4,341 7.2
Economic Services 3,671 7.8 3,557 7.8 3,294 7.1 3,258 7.0 3,375 7.1 3,666 7.4 7,172 8.0 5,024 8.7 4,927 8.1
Education and Culture 1,230 2.8 1,265 2.8 1,341 2.9 1,496 3.2 1,566 3.3 1,583 3.2 2,533 4.8 3,279 5.7 3,129 5.2
Relations with Overseas 2,344 5.0 2,089 4.6 1,806 3.9 1,787 3.8 1,929 4.1 2,065 4.2 2,303 4.4 3,183 5.5 4.438 7.3
Other non-Specified 151 0.3 158 0.3 153 0.3 150 0.3 151 0.3 153 0.3 155 0.3 202 0.3 240 0.4
Total 44,956 100.0 45,725 100.0 45,952 100.0 46,454 100.0 47,446 100.0 49,387 100.0 52,455 100.0 57,735 100.0 60,614 100.0
1909 1910 1911 1912 1913 1914 1915 1916 1917
JUNCTIONS Amount % bnount % Amount % Amount % Amount % Amount • % Amount % Amount £ Amount %
General Administration 6,478 10.7 6,246 10.3 6,176 10.2 6,675 11.0 6,308 11. f 6,417 9,5 7,205 7.-5 10,151 8.7 17,323 12.1
Public Debt 25,005 41.4 26,822 44.4 26,481 43.9 24,176 39.6 21,643 38.0 19,778 29.2 23,280 24,3 25,662 22.1 22,767 15.9
Defence 9,944 16.5 9,680 16.0 10,490 17.4 11,218 18.4 10,430 18.3 12,596 18.6 20,419 21,3 33,874 29.2 50,446 35.2
Lav; and Order 2,468 4.1 2,445 4.0 2,414 4.0 2,658 4.4 2,937 5.2 3,061 4.5 3,163 3.3 3,326 2.9 7,303 2.9
Social Services 4,338 7.2 4,243 7.0 4,144 6.9 4,505 7.4 4,402 7.7 4,679 6.9 5,453 5,7 5,314 4.6 5,960 4.2
Economic Services 4,065 6.7 4,162 6.9 4,427 7.4 4,863 8.0 4,714 8.3 8,285 12.2 19,156 20.0 21,566 18.6 17,893 12.5
Education and Culture 3,196 5.3 3,371 5.6 3,400 5.6 3,595 5.9 3,380 5.9 3,321 4.9 3,859 4.0 3,925 3.4 3,944 2.8
Relations with Overseas 4,671 7.7 3,328 5.5 2,629 4.4 3,222 5.3 3,066 5.4 9,540 14.1 13,331 13.9 12,134 10.5 20,753 14.5
Other non-Specified 1?6 0.3 181 0.3 132 0.2 61 0.1 76 0.1 81 0.1 56 0.1 50 - 34 -
Total 60,351 100.0i 60,^73 100.0 60,293 100.0 60,973 100.0 56,956 100.0 67,758 100.0 95,922 100,0 116,002 100.0 143,323 100.0
TABLE IX.
Distribution of the Expenditure of the Central Government by Functions (1900-1957)*
I9I8 1919 1920 1921 1922 1923 1924 1925 1926
FUNCTIONS Amount % Amount % Amount % Amount % Amomt % Amount % Amount % A ount £ Amount
General Administration 21,909 11.7 29,390 13.1 39,290 12.3 49,538 11.1 75,075 10.0 119,021 12.3 175,955 14.4 206,866 14.2 247,707 15.4
Public Debt 20,278 10.8 23,929 10.7 40,139 12.6 75,911 16.9 129,097 17.3 159,328 16.5 177,018 14.6 243,580 16.8 298,199 18.5
Defence 68,047 36.4 71,563 31.9 74,980 23.5 98,988 22.1 142,860 19.1 219,867 22.7 300,810 34.7 342,291 23.5 459,191 28.5
Law and Order 10,244 5.5 19,608 8.7 32,463 10.2 43,487 9.7 50,893 6.8 65,643 6.8 97,812 8.0 118,824 8.2 131,342 8.2
Social Services 7,913 4.2 11,422 5.1 16,965 5.3 25,728 5.7 35,630 4.8 42,262 4.4 54,006 4.4 66,219 4.6 62,746 3.9
Economic Services 25,340 13.5 33,948 15.1 71,427 22.4 95,220 21.2 231,137 30.9 236,857 24.5 215,405 17.7 227,279 15.6 105,582 6.6
Education and Culture 7,149 3.8 13,290 5.9 23,992 7.5 37,485 8.4 59,143 7.9 94,290 9.8 122,064 10.0 132,735 9.1 162,234 10.1
Relations with Overseas 26,266 14.O 21,335 9.5 19,380 6.1 21,856 4.9 24,319 3.3 29,362 3.0 74,663 6.1 116,760 8.0 140,867 8.8
Other non-Specified 7 - 6 - 6 46 89 - 59 mm 36 23 mm - -
Total 187,153 100,0 224,491 100.0 318,642 100.0-448,259 100.0 748,243 100.0 966,689 100.0 1,217,769 100.0 1,454,577 100.0 1,607,863 100.0
1927 1928 1929 1930 1931 1932 1933 1934 1935
FUNCTIONS Amount % Amount % Amount J p Amount % Amount % Amount % Amount % Amount % Amount ^
General Administration 226,131 13.5 157,320 9.9 163,697 9.5 156.1 8.7 134.3 7.4 143 .1 7.5 145.7 7.4 11:2.8 7.2 147.3 7.7
Public Debt 311,765 18.6 318,426 20,0 308,572 17.,8 296.2 16.5 291.7 16.1 268.0 14.2 251.8 12.9 261.7 13.3 264.8 13.8
Defence 443,545 26.5 322,985 20.2 364,455 21.1 375.7 21.0 349.1 19.3 409.1 21.6 462.3 23.6 427.1 21,6 398.7 20.7
Law and Order 143,216 8.6 143,072 9.0 133,557 7.7 138.7 7.7 151.9 8.4 139.8 7.4 127.0 6.5 130.5 6.6 138.3 7.2
Social Services 125,384 7.5 201,224 12.6 240,702 13.9 276.7 15.4 283.0 15.6 291 .1 15.4 299.1 15.3 308.2 15.6 313.5 16,3
Economic Services 113,651 6,8 214,050 13.4 291,611 16.9 326.1 18.2 583.0 21.1 416.0 22.0 445.7 22.8 478.3 24.2 433.1 22.6
Education and Culture 180,105 10.8 170,966 10.7 173,440 10,0 1 71.2 9.5 173.4 9.6 176.1 9.3 175.0 8.9 175.1 8.9 172.6 9,0
Relations with Overseas 129,399 7.7 67,045 4.2 53,027 3.,1 49.4 2.8 40.5 2.2 46.6 2.4 46.0 2.4 46.9 2.4 47.3 2.5
Other non-Specified mm - - - - 2.7 0.2 4.5 0.3 3.7 0.2 3.7 0.2 4.5 0.2 5.0 0.3
Total 1,673,696 100.0 1,595,088 100.0 1,729,061 100,0 1,792.8 100.0 1,1311.4 100.0 1,893,5 100.0 1,956.3 100.0 1 ,975.1 100.0 1,920.6 100.0 I
TABLE EC.
Distribution of the foe-pencilture of the Central Governnent by Functions (1900-1957 )>
FUNCTIONS
1956 1957 1958 1959 1940 1941 1942 1943
Amount % Amount % Amount '% Amount % Amount % Amount % Amount % Amount %
General Administration 160.2 7.8 162.1 7.8 180.9 7.8 201.5 8.5 192.0 8.0 134.6 6,5 179.4 5*9 189.7 5.0
Public Debt 241.9 11.8 254.5 11.5 255.7 10.1 254,2 9.9 228.5 9.5 250.7 8.1 267.9 8.9 299.6 8.0
Defence 410.1 20.0 444.0 21.5 508.9 22.0 509.7 21.6 616.3 25.6 1,055.0 57.0 1,091.7 36.1 1,590.7 42.3
Law and Order 141.6 6.9 145.1 6.9 148.1 6.4 146.9 6.2 147.1 6,1 152.5 5.4 163.0 5.4 178.6 4.8
Social Services 556.9 16.4 522.0 15.6 540.5 14.7 541.7 14.5 554.6 14.7 550.5 12.3 564.4 12.0 423.1 11.3
Economic Services 525.0 25.5 519.8 25.2 657.4 27.6 628.3 26.6 601.6 25.0 622.6 21.9 686.5 22.7 807.7 21.5
Education and Culture 137.7 9.2 182.8 8.9 195.0 8.4 216.7 9.2 216.4 9.0 208.8 7.5 218.1 7.2 219.4 5.8
Relations with Overseas 44.7 2,2 55.7 2.6 46.5 2.0 42.2 1.8 58.4 1.6 58.0 1.5 44.5 1.5 42.8 1.1
Other non-Specified 5.7 0,2 5.5 0.2 21.4 0.9 40.4 1.7 15.1 0.5 5.9 0.2 11.0 0.3 6.8 0.2
Total 2,049.8 100.0 2,065.5 100.0 2,510.2 1C0.0 2,361.6 100.0 2,408.0 100.0 2,848.6 100.0 5,026.3 100.0 5,753.4 100.0
FUNCTIONS
1944 1945 1946 1947 194B 1349 1950 1951
Amount % Amount % Amount % Amount Amount % Amount ^ Amount $ Amount $
General Ad ainistration 229.2 6.3 265.6 6.5 521,0 6.7 552.9 5.6 390.9 6.3 419.6 5.7 384.1 6.0 383,0 5.5
Public Debt 239.6 7.9 279.4 6.9 509.8 6.5 510.9 4.9 295.4 4.8 298.2 4.1 304.8 4.7 317.3 4.6
Defence 1,199.1 52.9 1,155.8 28.4 1,157.3 25.9 1,145.7 18.1 1,141.8 13.4 1,009.4 13.8 966.6 15.0 964.1 13.9
Law and Order 205.4 5.6 247.0 6.1 286.8 6.0 550.1 5.5 355.8 5.7 378.3 5.2 384.7 6.0 396.8 5.7
Social Services 494.6 15.6 590.5 14,5 758,4 15.5 1,175.5 18.6 1,341.0 21.7 1,494.6 20.4 1,613.0 25.0 1,614.0 23.2
Economic Services 914.5 25.1 1,127.5 27.7 1,447.2 50.4 2,569.1 37.6 2,058.3 33.3 3,053.2 41.6 2,087.8 32.3 2,502.6 36.0
Education and Culture 265.8 7.5 298.5 7.5 558.9 7.1 416.6 6.6 440.8 7.3 474.8 6,5 4-83.8 7.5 491.8 7.1
Relations with Overseas 43.2 1.2 81.5 2.0 167.2 5.5 171.4 2.7 146.9 2.4 201.5 2.7 219.9 3.4 274.4 3.9
Other non-Specified 8.6 0.2 24.5 0.6 17.9 0.4 16.4 0.3 9.3 0.2 8.9 0.1 9.7 0.1 15.0 0.2
Total 3,650.0 100.0 4,067.7 100.0 4,765.0 100.0 6,306.6 100.0 6,188.2 100.0 7,338.5 100.0 6,454.4 100.0 6,959.0 100.0
TABLE IX.
Distribution of the Expend!t'.ire of the Central Government by Pimotions (1900-1957).
FUNCTIONS
1952 1953 1954 1955 1956 1957
Amount % Amount * Amount % Amount % Amount % Amount %
General Administration 394.3 5.4 395.2 5.1 441.9 5.5 511.7 6,1 572.1 6.2 599.2 5.9
Public Debt ® 332.2 4.6 345.3 4.4 351.5 4.4 374.6 4.4 391.9 4.3 404.6 4.0
Defence 1,093.3 15.0 1,345.8 17.3 1,530.4 19.2 1,554-. 8 18.5 1,538.6 16.7 1,459.6 14.4
Law and Order 417.4 5.7 426.1 5.5 438.5 5.5 461.8 5.5 463.4 5.0 480.1 4.7
Social Services 1,744.1 23.9 1,800.9 23.2 1,837.9 23.0 2,028.0 24.1 2,106,8 22.9 2,387.0 23.5
Economic Services 2,544.7 34.9 2,605.2 33.5 2,401.2 30.1 2,438.8 29.0 2,950.8 32.0 3,540.4 34.8
Education and Culture 529.2 7.3 590.9 7.6 646,3 8.1 687.0 8.2 756.3 8.2 782.5 7.7
Relations with Overseas 233.6 3.1 242.6 3.1 316.1 4,0 354.2 4.2 425.5 4.6 499.5 4.9
Other non-Specified 15.6 0,2 13.9 0.2 14,5 0.2 13.0 0.1 12.9 0.1 13.8 0.1
Total 7,294.4 100.0 7,765.9 100.0 7,978.3 100.0 8,423.9 100.0 9,218.3 100.0 |10,166.7 100.0
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importance of the service of public debt (from .46,yfo to and the "big increase
in the expenditures of economic and social character. These two trends are not
concealed either by temporary fluctuations or by minor changes in other functional
categories.
The service of public debt declined partly as a consequence of two major
inflations (resulting from the two world wars), and partly as the result of a
deliberate policy of repayment and conversion.
In contrast with the service of public debt, the expenditures on economic
and social services, together with those on education, show a multi-fold increase
in both absolute, and per capita terms, and a considerable increase in their
relative importance. Economic services absorbed seven to eight per cent of total
expenditures of the central government before the First World War, rising to about
one-third after the Second World War. Something similar happened with the expend¬
itures on social services.
The growth of expenditure on education was also important in absolute, as well
as in relative terms, but its temporal pattern was quite different from that of
expenditures on economic and social services,
Hie expenditure on education, indeed, followed an almost regular pattern of
growth from the beginning of the century, and established its final relative position
in total expenditure by the early 1930's. This is in contrast with the pattern, of
growth of both social and economic expenditures. The former reached of total
expenditures only during the 1930's and 2Ofo by the end of the forties, and economic
expenditures did not double their relative importance at the beginning of the century
until after the First World War.
The various categories also moved in different directions through time, which
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makes it still more difficult to explain the -whole growth of expert! i. tunes on the
basis of only one factor or cause. Thus, the examination of the temporal pattern
of growth of different categories and the search for the relevant historical events
connected, with it gains importance.
After having seen in very general terns the influence which inflation and price
stability had upon total public expenditures in real terms, and the impact of
political instability on the choice between increased taxes and unchanged or
declining levels of public services, we cam now see how the allocation among the
various types of services varied in response to the economic, social, and political
conditions of the country.
The decline in public debt and, hence, in the importance of its services was
the combined result of two factors: the cumulative effect of two inflations, and a
deliberate policy of reducing the burden of the debt to moderate proportions. The
latter was the result of a political reaction based on a general distaste of what
was historically considered the cancer of the Portuguese Treasury. The extent to
which this reaction was an historical and psychological factor affecting financial
policy, is shown by the caution in reverting to public borrowing during the First
Development Plan. This caution has since been recognized as excessive and without
a well-founded economic basis.
In regard to education, too, it is necessary to explain the relative growth of
expenditures in terms of the various choices a country makes at different times or
in different stages of its economic and social development, rather than merely in
terms of change in composition of the population pyramid.
At the beginning of the century, demand for education was rather low for the
prevailing standards in Western Europe; but the psychological climate had just begun
to change. The governments of that time felt compelled to extend the facilities
for primary education, particularly schools. Primary education was given a high
level of priority until a more or less complete coverage of the country was
achieved prior to the Second World War. This resulted in the doubling of the
relative inportance of the expert! itares on education in one decade and, after a
temporary decline during World War I, in a three-fold increase up to the middle
of the twenties. Thereafter, expenditures on education continued to increase in
absolute, but not in relative terms. Spending on education was outstripped by
increases in other categories, either because illeteracy resulting from a lack of
schools had become less acute, or because other wants appeared which claimed a
higher degree of urgency.
As a sociological explanation it could be suggested that the country became
socially and economically conscious only after having become conscious of its basic
1
educational problem: that of education at the elementary level.
Another explanation which might be given, and which has been advanced as a
political argument, is that the Salazaa 's Administration has relied more on the
showing effects of the material achievements in terms of construction of roads,
buildings, harbours and dams, than in the development of the secondary and
2
university levels of education.
In fairness it must be said that until the middle of the fifties, no serious
lack of teaching facilities was felt, either at the secondary or higher levels.
1. In fact, the need for widespread secondary education and for greater proportion
of high-skilled laborer only more recently began to be realized in connection
with the requirements of the economic development of the country,
2. This explanation only holds, however, for the relative growth of the investment
oonponent/economic services, and scarcely helps to explain the growth in other
categories, particularly social services.
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It was after the Second World W&r that a strong demand for secondary education
suddenly appeared and not until the middle of the fifties that the capacity of the
secondary schools for meeting that demand began to fall short of requirements.
In regard to technical education, the problem has been more one of creating new
schools in small urban centres in order to facilitate the access to this type of
education, than of finding capacity for the demand in the existing schools. But
even here, the demand for skilled labour of the kind those schools could supply
does not suggest that steps should have been taken much earlier to avoid shortages
in the semi-skilled grades of the industrial labour force. Quite apart from the
problem of capacity, however, one could argue that insufficient means and the
restricted number of scholarships prevented many of the best brains of the country
from receiving adequate education.
Turning to the behaviour of economic expenditures, we can see that they were
fairly stable in relative terms up to the First World War. Following a certain
increase during wartime and the years just after the war, they tended to absorb a
relatively high proportion of total expenditures during the first half of tho 1920's.
This was due to the efforts of the government to fight the economic crisis by giving
some relief to unemployed through public works and by subsidising agriculture and
other activities.
Economic expenditures contributed then, by their rapid increase, to influence
the growth of total expenditures in the period 1920-23. Later, however, they
declined, showing themselves incapable of permanently influencing the general level
of expenditure. This illustrates the previously mentioned, incapacity of unemploy¬
ment to influence permanently the level of public expenditure.
From I923-2? the expenditures on economic services were declining. It was the ne1
Administration, with its concern for public works and for providing an economic
infrascture, as a pre-condition for the subsequent development of the country, which
brought economic expenditures again to a level oscillating between one-fifth and
one-quarter of total expenditure. They remained at this level until the end of
the Second world War, at which time a new pressure was felt. This pressure had
started before the war due to a change in the institutional framework of the country,
which formally took place in 1933, but had been prevented by the war from manifest¬
ing itself earlier. Only after the war, and in the climate of the post-war world,
was the full effect of these changes felt.
In 1933, indeed, the so-called "Corporative State" was instituted as the
constitutional form of the Portuguese State. A3 a part of this organisational
scheme, some 22 boards of economic co-ordination were created with special tax
powers, and their growing expenditures were added to those of the services appearing
in the traditional framework of the budget. In addition, a number of bodies
created for dealing with unemployment, price stability, export promotion, and other
"new" objectives were gradually added to this framework. Their expenditures,
together with those of the bodies of economic co-ordination, accounted in 1957 for
half the expenditures of an economic character.
These "budget-aside" developments in the economic and social fields are of
primary importance in explaining the growth of the Portuguese public expenditures
after the Second World War* They will be dealt with later in more detail.
Throughout most of the period, expenditures on social services followed a rather
different pattern of develo cent than those on economic services. Up to the First
World War, indeed, they remained relatively stable - around six to seven per cent of
total expenditures. But during the war, and till 1928, instead of being shifted to
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higher levels, they remained at a lower level (four to five per cent). It was
some time later that they t ended to become established at a higher relative
position (fifteen to sixteen per cent of the total) which was maintained until the
end of the forties.
After the Second World War a new upward trend began, which r aised them to
something less than a quarter of total expenditures of the central government.
This increase was mainly the result of the establishment of a scheme of social
insurance just before the war, and of its progressive enlargement after the war.
One of the main characteristics of the Portuguese system of social insurance is,
indeed, its progressive coverage of the various branches of industry through negot¬
iation of collective agreements between entrepreneurs and trade-unions within the
framework of the corporative system. This progressive coverage was the main factor
accounting for the regular increase in the expenditures of a social character.
The behaviour of the other categories of expenditure was less relevant for the
long-term growth of the expenditures of the central government. Defence expend¬
itures, of course, profoundly influenced that growth in particular periods, and they
grew more than four times in real tern® in our period. But the relative position
of defence expenditure in the beginning and the end of that period was more or less
the same j which means that they follow, but they did not take the lead in the general
trend of growth.
During the periods of war, defence expenditures absorbed, on average, one third
of the resources of the State and during most of the remaining period, they accounted
for between one-fifth and one-quarter. Their relative decline after the Second
World War (except during the years of 1949-52) was not due to a real contraction of
defenoe expenditures, but rather to their stabilization while other categories
continued to grow.
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Three categories remain to be considered: general administration, law and
order, and relations with overseas. The first declined in relative position
falling from about 12$? of total expenditures at the beginning of the century to
about 6% by the end of the period. The other two more or less kepit pace with the
general growth.
But, even here, the temporal pattern of growth must be analysed. In effect,
neither the decline in the relative position of the expenditures on general admin¬
istration nor the changes in the other two categories followed the line of average
or overall growth in a regular fashion. Prom 10% to 12^ of total expenditures up
to the First World War, they reached, during the period of 1923-27 an abnormally
high level. Later, they manifested an irregular but definite decline following the
period which preceeded the Second World War. More recently they have been more or
less stable.
The high relative levels of expenditures on general administration in the years
1923-27, which also coincided with a relatively high level of expenditures on
education (the other category in which the main component of expenditures is formed
by the payments to personnel) can only be explained by the low level of public
services in that period. During these years, indeed, the country found itself in
a most acute financial crisis. A detailed examination of this period shows the
payments to the civil and military servants to be one of the main government
concerns. 'With galloping inflation and the loss of internal and external confidence
in the solvency of the State, and with the Treasury exhausted, wages ana salaries
fell behind prices.
The so-called "extraordinary" expenditures, which in the beginning of the century
formed three to five per cent of total expenditures, and "before the war never exceedec
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10fot were in 1923-27 running above half total expenditures. A large part of
this constituted supplements to wages and salaries voted in the course of the
fiscal year to compensate the civil and military servants for the devaluation
of money. In those years, wages and salaries reached an extremely high proportion
of total expenditures, suggesting that the equipment of the public sector was being
neglected. And for two decades or so, in fact, roads, public buildings, monuments
and national palaces and the equipment of the services had been depreciating without
being offset by a corresponding rate of construction and repair. The result was
that when the Salazar Administration took power, the main emphasis of public expend¬
itures was on public works - especially roads, harbours, schools and comtamications -
and later on dams, send the distribution of power.
The movements of expenditures on law and order and relations with overseas, to
be properly understood, have to be decomposed in their main components, that is to
say, justice, and maintenance of internal order in the former, and colonial admin¬
istration and relations with foreign countries in the latter. These sub-categories
were, indeed, subject to quite different influences in regard to their growth and
fluctuations.
Expenditures on justice - courts, public prosecutors, prisons, reformatories,
etc., - formed a typical case of regular growth with a tendency to (particularly in
periods of rapid increase in total expenditure) lag behind the general trend of
growth. Fluctuations in their proportion of total expenditures were provoked, in
general, by fluctuations in total public expenditure, rather than by sudden changes
in this category of expenditures.
The expenditures made on the maintenance of internal order show a different
trend. These expenditures, which were running at the same level as those on justice
in the first decade of the century, weie three to six times greater after the war and
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up to 1927-28. This is attributable to the unstable political situation and the
period of unrest through which the country passed.
Hie expenditures with international relations, which formed one of the sub¬
categories of the expenditures with the relations with overseas, followed a pattern
of growth quite different from those on colonial administration. Up to the end of
the First World War international relations absorbed, in general, less than of
the total expenditures of the central government, which until the war amounted to
one-fifth to one-quarter of the expenditures with the colonies. But during the war,
and as a result of the conflict, the expenditures with the colonies reached very
high levels - more than in 1917-18. After the war they declined sharply in
absolute and relative terms, but the period of 1924-27 was one of high colonial
expenditures due to the deficits of the colonies covered by the Metropolitan
government. After 1928 this outflow of funds was stopped by the reform introduced
by the new Administration, according to which the colonies should pay for them¬
selves. As a result, the expenditures on colonial administration of the central
government went down from more than ~jfc of total expenditures during the period of
1924-27, to less than in the following years. In this way, the expenditures on
colonial administration fell below the level of those on international relations,
being in certain years less than one-third of the latter.
The trend was reversed after the Second World War, when a most serious concern
for economic development in the colonies was felt. However, because a large part
of the funds devoted to development was spent outside the budget, these figures do
not give an accurate picture of the extent in which the policy of development has
been carried. Indeed, the proportion of the expenditures of the central government
devoted to the administration of the colonies at the end of the 1950's was more or
less the same as it was in the beginning of the century.
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(b) Expenditure of Local Governments.
The period for which a breakdown of expenditures into functional categories
is possible for local authorities is so short (1946-1957) that scarcely any
clear trend in the relative growth of the different categories is detectable.
Table X, which shows this breakdown, gives an indication of the relative
importance of each function, though it tells very little about trends. However,
some two or three tendencies appear in the table. Considering the expenditures
of the local governments taken together, there is a fairly clear tendency for
expenditures on education ±a increase in relative terms after 1949. These
expenditures, indeed, rose from 5.4^ of total expenditures of the local authorities
in 1949, to in 1957, through a process of almost regular growth. In absolute
real terms they were in 1957 more than twice their level in 1949.
The servioe of the local dfebt, too, tended to decline in its relative position
after 1951.
Expenditures on general administration, after declining for three years after
1946, jump to a higher relative value in 1949 (due to particularly high expenditure:
on building construction), to decline thereafter almost regularly until the end of
the period.
These are the only clear trends in the relative positions of the different
functional categories. Law and order tended to follow the general trend of
growth (absorbing between 4 and 5^ of total expenditures) and social and economic
.
services show a wide range of values without forming any particular trend.
Table X also presents the distribution by functions of the expenditures of
the different types of local authorities; municipalities, district councils
(only for the Adjacent Islands) and provincial councils. The comparison of the
TABLE X.
Distribution of the La.end.-tures of the Local Governments by Functions in Fortup-al - (1946-1957)
Percentage.
1946 1947 1948
Municip¬ District Provincial :municip¬ District Provincial Municip¬ District Provincial
alities Councils Councils Total alities Councils Councils Total alities Councils Councils Total
General Administration 25.6 11.7 22.7 24.1 22.8 10.3 16.8 21.6 18.7 12.6 17.3 18.1
Local Debt 4.0 1.5 0.7 3.6 4.1 1.8 0.5 3.9 2.9 1.6 0.5 2.7
Law and Ordex- 4.7 2.0 0.7 4.3 4.7 1.5 0.5 4*4 4.2 1.4 0.5 3.9
Social Services 24.2 23.1 52.5 24.8 23.4 21.9 61.7 24.1 20.9 18.8 61.9 21.6
Economic Services 36.4 36.7 10.4 35.7 40.7 10.0 7.7 39.8 48,3 10.7 7.1 46.8
Education and Culture 5.1 25.0 13.0 7.3 4.2 24.4 12.8 6.2 5.0 24.8 12.4 6.9
Other non-Specified - mm - 0.1 mm - - mm - mm mm -
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1949 1950 1?51
Municip¬ District Provincial Municip¬ District Provincial Municip¬ District Provincial
alities Councils Councils Total alities Councils Councils Total alities Councils Councils Total
General Administration 34.3 13.4 17.0 32.3 27.1 14.0 17.7 25.5 26.0 12.7 17.8 24.3
Local Debt 1.7 1.7 0.4 1.7 2.4 2.1 0.4 2.3 4.6 2.1 0.5 4.2
Law and Older 4.4 2.3 0,4 4.2 6.1 1.5 0.9 5.5 4.7 1.7 0.9 4.2
Social Services 19.5 16.1 62.9 20.1 24.2 19.6 63.4 24.8 27.6 21.2 62.6 27.8
Economic Services 36.7 39.8 5.8 36.3 35.6 37.2 5.6 35.0 32.3 34.9 5.5 31.9
Education and Culture 3.4 26.7 13.4 5.4 4.5 25.5 12.1 6.9 4.7 27.4 12.8 7.5
Other non-Specified - - mm mm mm - - - - - mm -
Total 100,0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
(Continued:)
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values with those of the total clearly shows that the movements of total local
expenditures are determined hy those of the municipalities. Not only a re the
relative proportions of total local expenditures devoted to each function fairly
dose to those of the municipal administration, but also the movements of the
total are definitely in the same direction as those of the expenditures of the
municipalities.
An examination of the distribution of the expenditures of the district and
provincial councils by functions shows that the relative importance of each
function ojten differs considerably from that of the same function in total local
expenditures. The same is true of moveaients and trends. The service of the debt
and the expenditures on law and order, in particular, absorb a smaller proportion of
expenditures than in total local expenditures. The opposite is the case with the
expenditures on social services and education, as a result of the different commit¬
ments ascribed hy law to the three levels of governnent.
Economic Categories.
(a) Expenditure of the Central Government.
The changes in the economic structure of the expenditures of the central
government were not less pronounced than those observed in their functional compos¬
ition. The relative importance of expneditures on goods and services and of trans¬
fers, in particular, changed considerably in the course of the last six decades.
The expenditures on goods and services, which in the beginning of the century
amounted to less than half the total expenditures of the central government, were
running at more than § after the Second "World War, and reached § in some years.
At the same time the expenditures on capital account which did not exceed, on
average, one-twentieth of the total in the first two decades, accounted for ^ at the
(Continued:) TABLE X.





















General Administration 26,0 12.4 17.1 24.3 24.8 10.7 17.5 22.9 24.2 10.1 17.7 22.4
Local Debt 4.1 2.2 0.4 3.8 4.1 2.1 0.4 3.8 4.0 2.5 0.4 3.7
Law and Order 4.5 1.8 0.8 4.1 5.3 2.2 0.8 4.8 7.9 1.9 0.4 4.5
Social Services 27.3 21.6 63.3 27.7 28.2 25.7 65.0 28.8 27.1 26.6 63.5 28.0
Economic Services 32,4 34.3 5.3 31.9 32.2 32.3 5.1 31.5 33.5 31,7 7.4 32.6
Education and Culture 5.6 27.7 13.1 8.2 5.4 26.9 11.3 8.2 6.3 27.1 10.7 8.8
Other non-Specified mm - - mm 0.1 - - - 0.1 mm -




















General Administration 25.7 9.9 17.2 23.8 23.5 10.9 16.5 22,1 22.0 9,0 17.4 20.5
Local Debt 3.3 2.7 0.3 3.6 3.4 2.5 mm 3.2 3.2 2.2 0.3 3.0
Law and Order 5.0 1.0 1.0 4.5 5.9 1.5 0.3 5.2 5.8 1.4 0.3 5.3
Social Services 26.4 20.3 64.6 26.8 26.0 18.8 64.4 26.3 24.3 17.3 63.7 24.5
Economic Services 32.7 35.1 6.4 32.2 34.5 34.4 7.0 33.7 37.6 40.0 6.0 37.1
Education and Culture 6.4 30.9 10.4 9.1 6.8 31.8 11.7 9.5 7.1 30.1 12.3 9.6
Other non-Specified mm 0.1 - mm - 0.1 - - - - mm -
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
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end of the period.
The airount of work required in distributing the central government expenditures
by econondc categories for each of the 57 years covered by our analysis prevented
the formulation of a complete picture of the annual change in the economic compos¬
ition of these expenditures. However, the general trends and their timing can be
perceived in Tables XI and XII where such a distribution was made for selected
periods.
Expressed in real terms, transfers and subsidies scarcely doubled in the course
of our period, while total expenditures experienced a five-fold increase, notwith¬
standing the implementation of a system of social security in the meantime. On the
other hand, expend!tores on goods and services in real terms increased seven times.
The other important long-term change was that which occurred in the relative
and absolute amount of expenditures on capital account. Capital expenditures,
consisting of expenditures on gross fixed capital formation in the public sector
plus capital transfers to the private sector, formed less than one-twentieth of the
expenditures of the central government in the beginning of the century. By the end
of our period they were running at about one-fifth of the total.
The expenditures on capital formation within the public sector (i.e., expend¬
itures on capital account, less capital transfers) expressed as a percentage of the
expenditures on goods and services, absorbed ^ of these expenditures in 1900 and \
in 1957.
Taking this value as representing roughly the rate of capital fornation in the
1
public sector, we conclude that it was not, by the end of our period, less than
1. There are many objections to such a simplified assimilation, but it seemed that
for our present purpose it could be fairly well accepted here.
JLilUUCi AX •
Distribution of the Expenditure of the Central Government by Economic Categories in Portugal (Selected Years ; 1899/"1900 - 1957).
(Millions of escudos)
Expenditures on Goods and Services Transfers and Subsidies Total
Current Account Capital Account Total Current Account Capital Account Total Expenditure
Years Amount % Amount % Amount % Amoi .nt % Amount * Amount *
1899-1900 18.630 42.5 1.608 3.7 20.238 46.2 23.195 52,9 400 0.9 23.595 53.8 43.833
1900-1901 18.946 41,4 1.568 3.4 20.514 44.8 24.874 54.3 400 0.9 25.274 55.2 45.788
1901-1902 19.142 41.9 1.475 3.2 20.617 45.1 24.351 54.4 200 0.4 25.051 54.9 45.668
Average 18.906 41.9 1.550 3.4 20.456 45.4 24.307 53.9 333 0.7 24.640 54.6 45.096
1910—1911 23.042 72.2 2.143 3.9 25.185 46.2 28,811 52.8 567 1.0 29.378 53.8 54.563
1911-1912 26.606 44.3 1.920 3.2 28.526 47.5 30.761 51.2 763 1.3 31.524 52.5 60.050
1912-1913 27.916 45.1 2.323 3.8 30.239 48.9 31.571 51.0 80 0.1 31.651 51.1 61.890
Average 25.854 43.9 2.129 3.6 27.983 47.6 30.381 51.6 470 0.8 30.851 52.4 58.834
1920-1921 238.232 59.6 74.820 18.7 313.052 78.3 78.585 19.7 7.983 2.0 86.568 21.7 399.620
1921-1922 303.581 61.1 35.682 7.2 339.263 68.3 155.963 31.4 1.672 0.3 157.635 31.7 496.898
1922-1923 715.048 75.0 16,628 1.8 731.676 76.8 215.016 22.6 6,264 0.7 221.280 23.2 952.956
Average 418.953 68.0 42.377 6.9 461.330 74.8 149.855 # 2^3 5.306 0.9 155.161 25.2 616.491
1936 1,300.1 63.4 284.0 13.9 1,584.1 77.3 333.8 18.7 81.9 4.0 4^5.7 22.7 2,049.8
1937 1,344.6 65.1 258.8 12.5 1,603.4 77.6 367.8 17.8 94-. 1 4.6 461.9 22.4 2,065.3
1938 1,509.2 65.3 323.0 14.0 1,832.2 79.3 368.2 15.9 109.8 4.8 478.0 20.7 2,310.2
Average 1,384.6 64.6 288.6 13.5 1,673.2 78.1 373.3 17.4 95.3 4.5 468.6 21.9 2,141.8
1946 2,882.3 60.5 774.7 16.3 3,657.0 76.7 748.6 15.7 359.4 7.5 1,108.0 23.3 4,765.0
1947 3,212.7 50.9 1,523.4 24.2 4,736.1 75.1 1,246.8 19.8 323.7 5.1 1,570.5 24.9 6,306.6
1948 3,355.5 54.2 1,095.0 17.7 4,450.5 71.9 1,365.4 22.1 372.3 6.0 1,737.7 28.1 6,188.2
1949 3,499.0 47.7 1,481.6 20.2 4,980.6 67.9 1,916.3 26.1 44-1.6 6.0 2,357.9 32.1 7,338.5
1950 3,547.6 55.0 860.4 13.3 4,408.0 68.3 1,642,6 25.4 403.8 6.3 2,046.4 31.7 6,454.4
1951 3,555.8 51.1 1,003.2 14.4 4,559.0 65.5 1,995.3 28.7 404.7 5.8 2,400.0 34.5 6,959.0
1952 3,807.6 52.2 970.1 13.3 4,777.7 65.5 2,178.9 29.9 337.8 4.6 2,516.7 34.5 7,294.4
1953 4,196.9 54.0 1,077.5 13.9 5,2.74.4 67.9 1,996:1 25.7 495.4 6.4 2,491.5 32.1 7,765.9
1954 4,599.8 57.7 979.5 12.3 5,579.3 69.9 2,037.9 25.5 361.1 4.5 2,399.0 30.1 7,978.3
1955 4,824.6 57.3 1,075.1 12.8 5,899.7 70.0 2,09417 24.9 429.5 5.1 2,524.2 | 30.0 8,423.9
1956 4,946.5 53.7 1,386.3 15.0 6,332.6 68.7 2,454:3 26.7 426.4 4.6 2,885.7 31.3 9,218.3
1957 5,097.6 50.0 1,588.7 15.6 6,686.3 65.8 2,931:6 28.8 548.8 5.4 3,480.4 34.2 10,166.7
TAJLE XII.
Distribution of the iucpenditure of the Central Government between Curre t and Capital Acco unts in Portugal (Selected periods from 1899-1900
to 1922-23 anu 1931-1957). Millions of Escudos
Current Expenditure Capital Expenditure Current Expenditure Capital Expenditure
Years Amount % Amount % Total Years Amount 5* Amount * Total
1899-1900 41.825 95.4 2.008 4.6 43.833 1931 1,538.9 85.0 272.5 15.0 1,811.4
1900-1901 43.820 95.7 1.968 4.3 45.788 1932 1,583.7 83.6 309.8 16.4 1,893.5
1901-1902 43.993 96.3 1.675 3.7 45.668 1933 1,629.4 83.3 326.9 16.7 1,956.3
Average 43.213 . 95.8 1.883 4.2 45.096 1934 1,633.7 82.7 341.4 17.3 1,975.1
1910-1911 51.853 95.0 2.710 5.0 54.583 1935 1,626,7 82.7 339.6 17.3 1,966.3
1911-1912 57.367 95.5 2.683 4.5 60.050 1936 1,683.9 82.1 365.9 17.9 2,049.8
1912-1913 59.487 96.1 2.403 3.9 61.390 1937 1,712.4 82.9 352.9 17.1 2,065.3
Average 56.235 95.6 2.599 4.4 58.834 1938 1,877.4 81.3 432.8 18.7 2,310.2
1920-1921 316.817 79.3 82.803 20.7 399.620 1939 1,876.9 79.5 484.7 20.5 2,361.6
1321-1922 459.544 92.5 37.354 7.5 496.898 1940 1,936.0 0O.4 472.0 19.6 2,408.0
1922-1923 930.064 97.6 22.092 2.4 952.956 1941 2,412.1 84.7 436.5 15.3 2,848.6
Average 568.808 92.3 47.683 7.7 616.491 1942 2,541.9 84.0 484.4 16.0 3,026.3
1943 3,201.4 85.2 557.0 14.8 3,758.4
1944 3,016.6 82.6 633.4 17.4 3,650.0
1945 3,272.2 80.4 795.5 19.6 4,067.7
1946 3,630.9 [ 76.2 1,134.1 23.8 4,765.0
1947 4,459.5 70.7 1,847.1 29.3 6,306.6
1948 4,720.9 76.3 1,467.3 23.7 6,188.2
1949 5,415.3 73.8 1,923.2 26.2 7,338.5
1950 5,190.2 80.4 1,264.2 19.6 6,454.4
1951 5,551.1 79.8 1,407.9 20.2 6,959.0
1952 5,986.5 82.1 1,307.9 17.9 7,294.4
1953 6,193.0 79.7 1,572.9 20.3 7,765.9
1954 6,637.7 83.2 1,340.6 16.8 7,978.3
1955 6,919.3 82.1 1,504.6 17.9 8,423.9
1956 7,405.6 80.3 1,812.7 19.7 9,218.3
1957 8,029.2 79.0 2,137.5 21.0 10,166.7
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the rate of capital formation in the Portuguese eoonongras a -whole, i.e. 11$ to
15% of G.N.P. Though we have no data on the rate of capital formation of the
country in the beginning of the century, it would appear that it could hardly be
smaller than that in the public sector: i.e. gross capital formation less than,
This increase in the rate of capital formation through the public sector is in
accordance with the general trend and, hence, the record of Portugal is not
exceptional in this respect.
The picture given above of the secular trends in the economic composition of
the expenditures of the central government, having been obtained merely by comparing
the situations at the beginning and at the end of the period, conceals the develop¬
ment of these trends that can be brought to light through an examination of Tables XI
and XII. Indeed, the conclusions drawn from such a conparison are, to a certain
extent, misleading since the secular trend in the relative importance of the
expenditures on goods and services and transfers was the result of two different and
opposite moveinents -whose combination produced the change outlined above.
In general terms, transfers occupied a very important position up to the First
World War, given the paramount position of the service of public debt in total public
expenditures during the first decade of this century. Later their importance
declined steadily up to the Second World War, Just after the war transfers showed
a new trend to increase their relative position in total expenditures due to the
growing amount of public funds going to pension schemes and public health services.
In the distribution of the expenditures of the central government between currenl
and capital accounts, there were no such opposing trends. Capital expenditures - on
goods and services, as well as transfers - were relatively small prior to the First
World War, In the twenties they reached considerable importance in particular years
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as a result of measures to combat unemployment. During the thirties they became
an important component of public expenditure, due to the emphasis on reconstruction
and providing the country's overhead capital. Lately their importance has still
further increased. The First Development Plan (1352-1952) demanded an increased
emphasis on capital formation. This did not result, however, in a higher rate of
direct investment in the public sector. The government acted mainly through its
financial institutions and credit facilities, leaving no trace in our figures,
(b) Expenditure of the Local Governments.
As with the distribution of the expenditures of the local governments by
functional categories, the only period for which a breakdown of expenditures by
economic categories is possible, is that of 1946-57* Kere, too, it is very
difficult to detect any clear trend.
Table XIII presents the economic composition of the expenditures of the local
governments together, as well as that of each type of local authority, individually.
Although current expenditures on goods and services present a fairly regular
pattern of growth, expenditures on capital account show some sharp fluctuations
which make it difficult to discern any trend in the relative growth of the two
categories.
However, Table XIII does make it clear that the weight of transfers and
subsidies in the expenditures of the local governments was smaller than in the
central government. This was to some extent due to the fact that social security -
the main device of incoine redistribution of the budget - is dealt with at the
central level.
The main items of transfers in the budgets of the local governments are relief
to the poor and health assistance to those who are not covered by the national
TABLE) XIII.
Distribution of of_ tfee Local Governments by Economic Categories in Portugal
(1946 - 1957) Percentage.
i/aniidpaiities








Expd. on Goods &
services Transfers
Local Governments Taken Together




Current Oapitai Total Current 0a ital Total Current Capital Total Current Capital Total Current Cap. Total Cur-rent Cap. Total (Current Cap. Total Current Cap. Total
1946 56.5 38.3 94.8 3.9 1.3 5.2 71.5 22.1 93.6 6.4 6,4 84.1 7.5 89.5 11.5 - 11.5 58.8 35.7 94.5 4.3 1.2 5.5
1347 45.8 79.0 94.8 3.6 1.6 5.2 59.3 35.0 94.2 5.8 CO• 78.5 11.3 89.7 10.3 - 10.3 47.8 46,9 94.7 4.0 1.4 5.3
1948 38.5 57.6 96.1 3.2 0.7 3.9 51.3 43.0 94,3 5.7 5.7 78.7 10.4 89.1 10.9 - 10.9 40.5 55.3 95.8 3.6 0.6 4.2
1949 35.8 60.2 96.0 3.2 0.9 4.0 57.8 36.7 94-. 5 5.5 5.5 74.6 16.5 91.1 8.9 - 8.9 38.3 57.5 95.8 3.5 0.8 4.3
1950 47.6 46.1 93.7 5.1 1.3 6.3 60.9 33.6 94.4 5.6 5.6 74.1 16,0 90.1 9.9 - 9.9 49.7 44.0 93.6 5.3 1.1 6.4
1951 51.3 42.9 94.2 4.1 1.7 5.8 59.0 34.7 93.7 6.3 6.3 79.0 10.3 89.3 10.7 - 10.7 53.0 71.1 94.0 4.5 1.5 6.0
1952 49.0 45.2 94.3 4.4 1.3 5.7 57.4 37.0 94.4 5.6 5.6 73.8 26.7 9C.5 9.5 - 9.5 50.7 43.5 94.2 4.7 1.1 5.8
1953 50.0 44.8 94.8 3.5 1.7 5.2 54.1 41.4 95.5 4.5 4.5 77.0 14.0 91.1 8.9 - 8.9 51.3 43.5 94.0 3.8 1.4 5.2
1954 47.6 46.9 94.5 3.7 1.8 5.5 55.7 39.7 95.4 4.6 4.6 73.4 17.7 y\,\ 8.9 - 8.9 49,2 45.3 94.5 3.9 1.5 5.5
1955 49.7 45.3 95.0 3.3 1.7 5.0 57.7 36.7 94.3 5.7 5.7 70.0 21.6 91.6 8.4 - 8.4 51.2 43.7 94.9 3.7 1.5 5.2
1956 47.9 46.3 94.7 3.6 1.7 5.3 62.1 32.6 94.7 5.3 5.3 70.3 21.8 92.1 7.9 - 7.9 49.9 44.7 94.6 3.9 1.5 5.4
1957 45.6 49.6 95.2 3.1 1.7 4.8 58.4 36.8 95.2 4.8 - 4.8 72.5 19.6 92.1 7.9 - 7.9 47.6 47.5 95.1 3.4 1.5 4.9
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insurance schemes (•which includes the hulk of the agricultural population) and
who cannot afford private treatment.
In the category of capital expenditures on goods and services, roads and
urbanisation absorb most of the funds available for capital formation in local
budgets.
On the average, expenditures on goods and services account for some 95% of
total expenditures of the local governments. This same proportion holds for
municipalities and district councils, which dominate in the total. In the budgets
of the provincial councils, transfers account for eight to eleven per cent. This
higher proportion of transfer payments in the expenditures of the province is due
to the importance of public assistance, namely through subsidies to hospitals, at
the provincial level.
The relative amount of capital formation was higher in the lower levels of
local government, varying between 45% and 50% for the municipalities, between 35%
and 40% for the districts, and between 10% and 20% for the provinces, during most
of the years.
All these differences in the economic composition of expenditures between the
various levels of government are mainly the result of the different functions to
which they are committed.
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CHAPTER V.
PUBLIC EXHSMDITUKB AND THE NATIONAL PRODUCT.
1. The Fundatiental Question.
The basic question in studying the long-term changes in size and composition
of public expenditures of a country is, obviously, that of how this spending
relates to the community's outpit.
Such a relation is helpful in revealing the nation's choice regarding the
allocation of resources between private and public goods, i.e., in showing the
substitution effect of private for public goods, or vice-versa, as national income
changes.
Did public expenditures grow faster or slower than national expenditure?
In what periods did they grow at a higher rate than the national product, and in
what periods did they show a relative decrease?
Such are the fundamental questions for any interpretation of the process of
growth of the public sector and of its pattern of development through time. A
study of the nature of this one should, therefore, start by looking at these
questions.
However, these are also the questions for which a positive and empirical
answer seems the most difficult, due to the lack of reliable data on the magnitude
of the Portuguese national product respecting almost four of the six decades.
2. Some Hypotheses Regarding the Share of Public Expenditure in the National
Product.
In these circumstances three main possibilities seem to be open, at least from
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a theoretical point of view.
The first, and undoubtedly the best way of tackling the problem - could it be
worked out - was that of proceeding with all the available data on production,
earnings, employed labour force, etc., and on the basis of some workable hypothesis,
try to extend the national income series as far back in time as possible. The
levels of the national income could then be compared with the amount of public
expenditures of the corresponding years. But the volume of data which would have
to be collected for that purpose, and the inadequate coverage of the available
statistical elements, added to the difficulties of gauging such factors as the
degree of tax evasion, concealed unemployment, the average productivity of the
worker, unmarketed agricultural production, and the product of many industries and
trades not recorded in any kind of statistics, would make the results so dubious
that it hardly seems worth-while to undertake such a task. At least, no student
of the Portuguese economy has dared to face it till now,
A second theoretical possibility would consist in proceeding on the basis of
some sound hypothesis or model of economic growth to establish the pattern of
behaviour of Portuguese production in the past decades. But, to be acceptable,
this procedure would require some form or other of statistical checking of the
results.
Drawing a parallel with the growth of other economies would be a useful
procedure, but it could not be accepted at its face value without a thorough critique
of its plausibility.
Some authors (if only for the sake of having a theoretical framework of analysis)
have been brought to consider the backward or underdeveloped economies as quasi-
equilibrium systems in which the equilibrium state possesses some degree of stability
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in what concerns income per head. The models so constructed depend on the
assumption that before a "critical minimum effort" is made (which breaks the
vicious circle of the income-population growth) if the equilibrium state is
temporarily disturbed by some external shock or influence, new forces set in
motion which tend to depress per capita income up to the equilibrium level.
Hence, before the take-off or the period of transition from backwardness to a
phase of self-sustained growth takes place, the increase in population tends to
match the increase in income.
Though such a scheme forms a mere tool of analysis, and does not pretend to
stand as a statement on the behaviour of any underdeveloped economy at a particular
period of time previous to the take-off, this hypothesis seems to be confirmed by
2
the experience of most underdeveloped economies. Nevertheless, to pretend that
a given economy, such as the .Portuguese, should follow this pattern in a certain
period of time is quite a different matter.
1. See, for instance: Harvey Leibenstein, A Theory of Economic Demographic
Development, Princeton, Princeton University Press, 1954; and Economic
Backwardness and Economic Growth. New York, John Willy and Sons, Inc.,
1957; Richard R, Nelson, "A Theory of the Level Equilibrium Trap in A
Underdeveloped Economies", American Economic Review. December, 1956; and
Robert Solow, "A Contribution to the Theory of Economic Growth", Quarterly
Journal of Economics. February 1956,
2, Simon Kuznets notes that in the countries which in 1952-54 had per capita
incomes of $100 or less, and which represented about half the world
population, growth in income per head over past decades must have been very
small. In effect, extrapolating backwards the actual rates of increase, he
finds that very soon we -arrive at such low levels in earlier times that even
mere subsistence could not be possible. There is some direct evidence (e.g.
India and Egypt) that in some countries there was scarcely any rise in real
per capita income over the last decades. See: Six Lectures on Economic
Growth. The Free Press of Glencoe, Illinois, 1959, p. 25,
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Considering the fact that after the effort laade during the second half of the
19th century to provide the country with a basic framework of railways and roads,
the shock produced by the change of regime in 19^0, followed by V'orld War I, and
by a prolonged period of political instability close to anarchy, and galloping
inflation, did not supply the conditions for a subsequent take-off (and there is
evidence that throughout that period the basic equipment of the country, far from
being enlarged, was deteriorating), it would not be at all surprising if per capita
income remained stagnant. Not only the general (economic, social and political)
conditions of the country were unfavourable to the operation of the private sector,
hut the poor (by every standard) level of private initiative suggests that no
influence generated in this sector compensated for the feeble performance of State
activity.
But to jump from the general picture left by the economic history of the time
to the acceptance of a certain rate of growth of production (equalling, for instance,
that of population growth), is manifestly unscientific, if not outright pre sumptious.
To assume that the rate of growth of the Portuguese economy before the take-off
(anywhere we can plausibly situate it) did not exceed for a long time the rate of
growth of population, seems very far from the 1ruth, Quite apart from the periods
in which the income from the trade in spices from India and the gold of Brazil
poured in from the outside, there is some evidence that the period of railways
construction was one of relatively vigorous activity.
Admitting that the estimates of the Portuguese national income made by Michael
Pulhal for different years are comparable to one smother (leaving aside the question
of what they really represent), the production of the Portuguese Metropolis more than
doubled in the 26 years from 1870 to 1896. This represents a composite annual rate
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of growth exceeding 3/2 9 while the rate of population growth was around 1% per
annum. But there is no evidence, nor even confidence, that this rate of growth
was maintained during the first quarter of the present century.
In the three decades which go from 1906 up to the Spanish Civil War*, the
national income of Spain at constant 1929 prices increased from 15.8 milliards of
■j
pesetas to 25*3 milliards: an increase of only 3^»
It is very doubtful that the Portuguese economy up to the end of the twenties
was able to exceed this rate of growth. The scant and partial evidence we can
gather from the introductory reports on the Treasury accounts, and from the
literature on the economic history of the time, throws doubt oxx the likelihood of
a faster rate of growth in Portugal than in Spain during this period.
Even assuming that the output of the country had not grown at all since the
end of the first decade up to the end of the 1920's, there was still the possibility
that public expenditxxres as a share of the national product remained constant.
Indeed, public expenditures in real terms were, in the first half of the twenties,
at the level they reached in the end of the first decade of this century.
The third possibility of establishing some comparison between tlx© growth of
the public sector and that of the economy since the beginning of the century would
consist in taking the estimates of the xxational income or product that have been made
by some authors (either at their face value or after some correction). There were,
indeed, various private estimates of the Portuguese national income and wealth by
1, Cf. Gonsejo de Economia Kacional, Anuario Estatistloo. 1945-46. Madrid, 1947
p. 1072; for a discussion of the sources and methods used in these estimates
see: Moneda y Credito. June, 1946,
foreign as -well as Portuguese authors during the end of the last century and the
beginning of the present. ^ The difficulty is that we know very little about the
methods and sources they vised in obtaining their results. It is, therefore,
difficult to judge the value of these early estimates.
In all but one case they neglected to specify the area considered (referring
only to the Continent or to the Continent and the Adjacent Islands). They often
used in the same estimates, values concerning different (sometimes distant) years
without actualising them; when allowing for price changes they used coefficients
(not indexes) that they do not explain. Some values were obtained by generalising
a p>articular case without showing whether it was a representative one; others were
arbitrarily established, either by comparison with other countries, or by some
other ways. Finally, when fiscal statistics were used as a basis for calculations,
the phenomenon of tax evasion was forgotten or was given a value which is presented
without any explanation on the procedure used to obtain it. In addition to all
those points, values which could lately be determined with some accuracy, differ
markedly from those used in the calculations, and between estimates of different
authors show discrepancies for which no plausible explanation can be found.
1. Michael Mulhal, Bento Garqueja, Jose Vandel'os and Barros yueiroa, made several
estimates of the national income of Portugal between 1870 and 19^7»
See; Michael Mulhal, Hie Progress of the florid Since the Beginning of the
nineteenth Century. London, 1880; Balance-Sheet of the World for Ten Years.
1870-1880. London, 1881; Jndvs tries and Wealth of .Nations. London, 1896;
and the four editions of Mulhal's Dictionary of Statistics. London, 1884,
1386, 1892 and 1899; Bento Garqueja, 0 Imposto e a Rjqueaa rublica em Portugal.
Lisboa, 1898; Jose Vandeld's, "La Eichesse et les Revenues de l'Espagne et du
Portugal", Matron, Vol. V, No. 4, 1925; and Tom£ Jose de Barros Queiroz,
Impostos, Lisboa, 19^7- As a review of these estimates and a critique of
their methods and accuracy, see: Amaro Gurreiro, "A Avalia^ao do Icendimento
Nacional", Revista do Gentro de Eatudos Econoiaicos. No. 7, Lisboa, Institute
Nacional de Estatistica, 1948.
In view of these inconsistencies, it would not he advisable to compare the
amounts of public expenditures with the values of the national income estimated by
these authors. The most we can do is to discuss the plausibility of the results
obtained with them.
If we took the estimates made by Michael T-TuLhal, Jose TondelcSs and Eento
Carqueja, which can be attributed to the years of 1896, 1914- and 191?> respectively
(leaving aside that of Barros Queircz, for it seems extremely undervalued and would
give values completely inacceptable), we would find the share of central government
expenditure in national income equal to 11^ at the end of the centuryj around 14fS
just before World War Ij and of 2~ff in 1917 (during the war). What can be concluded
from these figures?
liven if the values do not look much out of proportion from what we know of
other countries, they seem rather high. Indeed, if tho proportion of the expend¬
itures of the local governments to total public expenditures in the beginning of the
century was not nuch different from what it was in 1928, those percentages would
correspond to shares of and about 157* on 15^ff for total public expenditures in
1896 and 1914 respectively.
These shares must be considered rather high by the standards of the time.
But they cannot be dismissed as inaccejitable or even improbable, for there is some
evidence that the level of the Portuguese public expenditures was relatively high
by the torn of the century. In actual fact these percentages quite agree with the
picture traced by Mulhal of the Portuguese public finance of the time. If Ms
estimates were made in a way which allows comparisons between countries, Portugal
■was at that time among the countries with the Mghest proportions of public expend¬
itures to national income. In fact, Mulhal did not calculate this share. He
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calculated instead, the ttoc "burden of each country included in Ms study, and he
found in Portugal one of the highest tax "burdens among European countries (15sa)*
Only Italy, with 1 Jfct and Greece with 14f.s exceeded tMs burden. Holland with
12-^? and Prance and Austro-ITungary with 12^, approached it, but the figure for
Great Britain, Norway and Denmark was 8%?o, and for Belgium, Switaerland, and Sweden
"Jfo to 7?J%. In young countries like the United States, Canada and Australia, the
percentages were still smaller (about 5u).
Tax burden, of course, is not the same as the share of public expenditures
in the national income. But even here the scales deviate in a direction unfavourable
to Portugal, increasing the probability of a high rate of expenditures in relation
to the national income,
Portugal, indeed, was at that time in an anomalous situation regarding the
balance between revenue and expenditures and the accvoaulated public debt. As
Michael Mulhal points out, "between 1825 and 1867 there wss so loose a system of
finance that expenditure was usually AOfi over revenue and thus, the debt rose from
7 to 47 millions sterling. In the subsequent ^ eriod of 27 years, tMngs have been
much worse and deficits piled one on another to the amount of 101 millioixs, the debt
2
now amounting to 148 millions sterling".
If tMs was so, the proportion of public expenditures to national income that
we found for the beginning of the century was probably not far from reality. There
is some probability of exaggeration in so far as iulhal estimated the "earnings of
people" and the way he did tMs suggests a concept much nearer that of net national




product than to gross national product v/hich we used for the .years for which we
have official estimates.
In any case, there is a strong suggestion that public expenditures in Portugal
were, at the end of the century, abnormally high for the resources of the country
and the standards of the time. The values presented by Mulhal for the tax burden
of different countries also indicate that public revenue (and certainly also public
expenditure) at the closing of the century did not keep any relation with the levels
of economic development. i'ulhal prsents ample data on industrial development,
degree of urbanisation, etc., from which we can draw some idea on the relative
levels of development of the various countries. I4o correlation exists between
these levels and the respective tax burdens, as it seems to be generally the case in
modern times.
3. The Share of Public Expenditures in the national -redact in decent Years.
The years for which there are official calculations of "the Portuguese national
income are those of 1933 and 1947-53.
Taking public expenditures as previously defined, v#e xind that expenditures
of the central and local governments taken together, amounted in I338 to 20,1% of
G.N.P, at factor cost. In the .eriod 1347 to 1949 they were running at about 22fo
on average. They decreased sliarply in 1350 to 18£, but subsequently showed a
definite trend to increase regularly year after year, reaching In 1358 the level of
the years immediately after the war.
This trend is shown in Table XV.
What do these figures suggest? First of all, it would be interesting to see
how the share of public expenditure in the national product of Portugal compares
with that of other countries in similar and different levels of economic development.
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TABLE XIV.
"R/.TT'D -^rr.Tf! TX-TTIgaTE £3> gLOSS T"-TI°T-aL "'?0?TCT i? 3V.CT0S COST
IK PORTUGAL.
Year
G.N.P. at factor cost
("billions of escudos)
Public Expenditure
(billions of escudos) Percentage
1238 13.9 2.8 20.1
1?47 35.1 7.7 21.9
194S 36.3 7.4 20.4
194-9 37.8 8.7 23.0
195c 42,0 7.6 18.1
1951 44.4 8.0 18.1
1952 73.8 8.4 19.2
1953 45.0 9.0 19.9
1954 45.9 9.3 13.8
1955 i#8.4 9.8 20.2
I 1956 52.0 10.7 20.6
1957 53.8 11.8 . 21.9
195S 55.0 12.1 22.0
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Souse authors have suggested that there is a broad correlation between the
level of econouiic development and the proportion of public expenditures to national
1 2
income, and some attempts have been made to investigate this correlation.
Our view on this point is that it is extremely difficult and debatable to
draw definite conclusions from inter-country comparisons in this field, where
the values obtained depenc to. so large an extent on the definitions given of the
public sector. To apply a uniform concept and v,ork with it in a wide range of
countries is an exceedingly difficult task. However, within certain margins of
error, and leaving room for tiie influence of other factors, those studies - as well
as these made in the United States on the amount of per capita expenditures in
different states - show that if there is any factor (income per head, population
density, degree of urbanisation arid geographical size of the country or State) which
presents a definite correlation with the share of public expenditures in the iiational
income, it is the income or output per head.
3This does not mean that factors such as the size of the country, the couposition
1, On that point see Chapter I.
2. Remember the studies of R. Oshima and W. A. Lewis and Alison Martin already
quoted, and see the study in the Economic Survey of Europe. 1959 (United
Nations, Economic Commission for Europe, Geneva, 19&d) on the share of the
public sector in Western Europe*
3» On the influence of the size of the country on the amount of public expend¬
itures per head, see: E. A. G. Robinson, "The Size of the Ration and the
Cost of Administration", and r. frest, "Rote on Size of States and Cost of
Administration in Australia", in International Economic Papers; The Economic
Consequences of the Size of Rations, edited by Austin Robinson, London,
Macmillan and Co., I960.
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of the population by age groups and urbanisation have no influence on tlae amount
of expenditures per head and the structure of these expenditures. It only
means that such factors have not sufficient impact on public expenditures for
being normally included among the relevant factors determining the growth and
structure of these expenditures.
If this is accepted it will be interesting to see how Portugal would fit in
a table like that constructed by Qshima. If Portugal were included in it, it
would appear on the dividing line between the developed and the underdeveloped
countries, either at the bottom of the former or at the top of the latter. This
is, probably, not far from its correct position as far as economic development is
concerned.
On the sole ground of the income or output per head it appears in a rather
high position. But if we take into account its European location and hence, some
stronger demonstration effect to be expected from this, the share of the public
sector in the Portuguese economy does not seem out of place.
Some exaggeration of the relative position of Portugal can also result from
the fact that Oshima uses G.N.P. at market prices in his calculations and not at
2
factor cost, as we preferred to do.
4. Factors which determined the Growth of the Share of Public Expenditure in
the National Product. »
A second point relates to the time-pattern of growth and the factors determin¬
ing ttie increase in the share of public expenditures in the national income from
1. American Economic Review. June 1957*
2. See reasons in Chapter II.
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1938 to the post-war period, and particularly to the problem of whether it was
or was not the result of the displacement effect of the war.
Two main factors deserve special attention. First, the war left the
share of the public sector in the national inoome some 2$ above the pre-war
level. Secondly, the pattern of growth of that share was not a case of estab¬
lishing a peak during the war years, followed by a levelling off of the relative
amount of public expenditure at a higher position than before the war, as occurred
in other countries. Instead, total government expenditure remained throughout
the war at its absolute level of 1939. It was just after the war, in 1947 and
1949, that the marked increases took place, and this did not establish a permanent
new level of the proportion of the community's resources commanded by the authorities
through the budget. On the contrary, the relative amount of resources allocated
by the budget was sharply curtailed in 1950 and regularly increased thereafter,
reaching in 1958 the level of 1947#
The reasons for such behaviour are not difficult to find for one acquainted
with Portuguese public finance in the last decade. Firstly, Portugal did not enter
the war. Even if war could not fail to produce a strong impact on the Portuguese
economy, as elsewhere, the pressures on increased expenditure were not strong.
Some new sources of public revenue, such as the tax on war profits, and export
duties on some strategic materials (e.g. tungsten#), eased the financial position
of the government. But other sources of revenue did not follow the increase in the
individuals' money incomes because of the rigidity of certain brackets of the tax
system. Thus, an inportant increase in the revenue in money terms did not result
in a corresponding increase in real terms. Similarly with expenditures. Some
sectors of the spending activity of the State, namely wages and salaries to the civil
and military servants, never caught up with inflation.
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At the end of the conflict the country found itself in an easy position in
the international markets. War profits continued for some time to be an important
source of revenue. It was easy to expand the spending activity of the country,
particularly in the field of investment, as happened in 1947 and 1949. But just
at the end of the forties the government was confronted with the drying up of the
main sources of revenue generated by the war: the proceeds of the tax on war
profits was rapidly declining and exports of tungstene had been brought to an end.
The first measures aimed at dealing with this situation without breaking the
rule of balanced budgets or pressing harder on the tax capacity of the traditional
sources of revenue was to introduce very strict rules on public spending, such as
those which led to a near halt of new appointments for the civil service as well
as other stringent measures.
Notwithstanding these temporary difficulties of the transition period, a
reality had to be faced: new services had been introduced and the schemes of
social security had just begun to operate on a national basis with the intention
of progressive coverage. Thus, year after year, the share of public expenditure
in the national income was growing till it reached again its 1947 level in 1958.
The process is by no means finished: 1959 was the first year of the Second
Development Plan, in which the government sector is to play a more effective role
in the effort to speed up the process of growth of the national economy.
Let us now turn to the interpretation of these facts. Shall this pattern of
growth be considered the result of a displacement effect of war, or must it be
explained otherwise?
The answer depends to a certain extent on the exact meaning or coraprehensiveness
we are prepared to give to the concept of "displacement effect".
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It seems possible to find three different influences accounting for it, all
referred to by "Professor Peacock and Mr. Wiseman in connection with their explan¬
ation of the growth of public expenditure in Great Britain:
(a) In tine of crisis people are willing to accept methods of
raising revenue and rates of taxation formerly considered
intolerable j and once they were accepted, it is easier to
maintain them than to implement new methods of taxation
and to raise tax rates in normal times;
(b) Wars leave lasting financial obligations, such as increased
debt service, war pensions, etc,, which account for more or
less permanently raising the levels of expenditure,
(c) Wars and other major disturbances, such as the great American
depression, produce strong psychological shocks which give
place to revisions of ideas and choices as deep as those
concerning the "duties" of the State in the fields of social
justice, security of individuals, etc.
Which of these factors is considered the decisive one or the sine qua non
of the displacement effect?
We can surely state that the first two influences were not appreciably felt
in Portugal after the Second World War, The tax burden was not appreciably
altered during the war period, and the increased receipts resulting from some
sources of revenue were of a temporary character and did not create true new
habits of taxation. Only new services were created. Secondly, the rigidity of
the tax system prevented the increase in money incomes in the country from being
translated into increased real levels of State revenue and expenditure in a period
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of inflation. Furthermore, lasting financial obligations of some magnitude
were not left by World War I on the Portuguese budget.
Therefore, the first two influences referred to were not operative as
permanent factors of growth of the share of public expenditures in national
income after the Second World War. The third influence surely was, and to it,
must be assigned a good deal of the responsibility for the increase of the
Portuguese public expenditures during the fifties, after the temporary decline
of 1950.
War did not seem to have created, though it certainly accelerated a process
which had begun just before the conflict. Expenditures of economic and social
character, which accounted for § or so of the total increase in the expenditures
of the central government, were already growing at a high rate when war broke out.
The big increase in this field, however, occurred after the war was over.
The climate of the post-war world pressed for more social assistance, greater
personal security and more rapid economic advancenent. And Portugal could not
avoid feeling the internal, as well as "the external influence of such pressures.
Any member country of the International Labour Organisation, however under¬
developed, must accept the international standards and minima of responsibility
concerning the security of the worker. In the international field, a civilised
nation must follow the lead of its more developed and richer neighbours and bear
the financial burden of education, health, common defence, promotion of employment
opportunities, etc.. On the internal front, the government faced the new claims
for higher standards of living, higher rates of economic growth arid rapid industrial¬
ization of the country, under the demonstration effect of their European neighbours
and the universal eagerness for the enjoyment of material goods.
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Our view is that the increase in the share of public expenditure in the
national income has been pressed by forces connected with the transformations
which occurred in the structure of the economy - namely the provision of an
adequate economic infrastructure and the creation of institutions capable of
insuring a degree of control on the econoaiy and carrying out the policy of the
government towards fostering econoirdc development. At the same time there were
corresponding changes taking place in the social environment. The war broke
resistances and increased the strength of these claims and pressures. Whether
these pressures are embraced by the ring fence of the displacement effect or not,
depends on the interpretation we are prepared to give to it.
Summing xip, it seems that the influence of econoirdc factors, particularly
those related to the change in the economic structure of the country and the
concomitant changes in the social conditions and clirate, on the one hand, and
the impact or shock exogenously produced by the war and the charging in environment
it provoked or induced, on the other, were the main contributing factors for
bringing about the increase in the share of Portuguese public expenditure in the
national income after the Second World War1.
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CONCLUSIONS.
1# The Object and Framework of the Analysis.
'//hen deciding to undertake our work we had one problem in mind: that of
examining, mainly on the basis of statistical evidence, the process of growth
of the Portuguese public expenditure and its time-pattern, in search of the
relevant factors of growth and of' the possible influences of such elenents as
economic development, unemployment, inflation, wars, changes of regime and the
political situation.
It seemed, a priori, that economic development, inflation, and widespread
unemployment, exercised some influence on public spending. Furthermore, the
degree of political stability through the differences it introduced in the
process of vote-catching, should have some impact on the decisions of the
spending authorities.
So, we began with these objectives in mind, and tried to draw a framework
of analysis capable of putting in evidence the most relevant factors of growth,
as well as the inhibiting ones, i.e., those which prevented temporary growth from
becoming permanent.
In this attempt we found in Peacock-Wiseman's study, The Growth of Public
Expenditure in the United Kingdom, a methodology comprehensive enough to deal
with all these factors and to give a clue for the interpretation of the time-
pattern of growth, allowing, at the same time, an analysis of the structural
changes which accompanied the process of growth.
No doubt, our instruments of analysis, e.g., deflator, etc., were much
cruder arid the volume of data much more slender. Therefore, the accuracy of the
results and the value and the rigour of the conclusions were necessarily smaller.
But, in general terms, we found that to follow a similar methodology, was not only
1
helpful, hut also presented, considerable advantages of comparability,
All along the analysis we tried to see the phenomenon from the point of view
of the economist; hence, the explanations given are mainly in economic terms. The
tools we endeavoured to use are those we thought an economist should use. We also
tiled to employ the economist's jargon, at least to the extent that it seemed useful
and more precise than the layman's language. Economic factors and arguments were,
therefore, called upon to play the most important part in our explanation. And
this seemed to us to be a meaningful way of tackling a problem which is fundamentally
one of economic character, i.e., concerning a phenomenon involving decisions embody¬
ing economic choices and directed to maximize a welfare function, however defined.
The result of our effort of collection, grouping, treatment and analysis of
statistical data was to arrive at an attempt to fit our case in an interpretative
framework. And, in this attenpt, we found in operation some general trends already
visible and observed in other countries, combined with some particular aspects or
manifestations related to the historical developments of the country. This suggests
the simultaneous action or the interplay of some common forces in the process of
growth of public expenditures, with particular conditions which require special
examination in the light of the political and social background of tire country.
1. Particularly having in mind the fact that the present work intends to be part
of a wider study for various countries for which the Peacock-Wiseman analysis
established the general pattern.
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As it was to be expected from the nature of the political process through
which political decisions are taken, the strength of the forces which were found
at work in the growth of public expenditures in Portugal, was not the same as that
of other countries. At the same time, certain particular factors appeared to be
influencing the process of growth. So, we needed to look for an explanation which,
though embodying elements of explanations previously given in relation to other
countries, would weight the particular influences felt in Portugal and describe
the pattern of growth in such a way as to take into consideration those influences.
2. Common and Special Features of the Growth of Public Lxoenditure in Portugal.
The main factors which cfeternrlned the growth of Portuguese public expenditure,
together with those which established the time-pattern of this growth, were pointed
out along this analysis, Now we shall try to summarise the findings, distinguish¬
ing those which represent manifestations of some general or common trends, from the
developments which seem to be due solely to particular features of the Portuguese
economic, social and political scene, and try to present them in a coherent way.
The principal elements of the growth of Portuguese public expenditure more or
less common to almost every country for which a similar study has been undertaken
are:
(a) There is a strong suggestion that public expenditures grew faster
than G.N.P, since the turn of the century, notwithstanding the
relatively high level that the Portuguese expenditures seem to
have attained at the end of the last century.
(b) This growth cannot be explained by the sole increase in "war-related
expenditures", however defined; its inain stream came from the expend¬
itures of economic and social character*
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(c) With the only exception of the service of public debt, and
to some extent of general administration, which lagged in
relation to the general trend of growth, all functions kept
pace or exceeded the rate of growth of total expenditures,
notwithstanding the considerable differences in the rate of
growth of the various functions.
(d) The greatest part of that growth occurred after the Second
World War, in a period of relatively high rate of growth of
expenditures in real terms.
(e) The rel ative importance of local administration in decision¬
making declined somewhat from 1938 to the period after the
•war, and its dependence upon the central government as a
source of finance, increased.
(f) In what concerns the structure of expenditure there was an increase
in the relative importance of current transfers up to the Second
World War, after which the importance of transfers tended to
increase. On the other hand, expenditures on capital account
increased considerably their relative importance. On the side
of the functional composition, economic and social services over¬
took all other categories in what concerns rates of growth and
relative importance.
As special features of Portugal we can indicate:
(a) The incapacity of Portuguese public expenditure to grow in real
terms in periods of galloping inflation as a consequence of the
rigidity of the tax system and of its weakness of response to
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rapid increases of monetary revenues.
(b) The non-existence of the displacement effect after the First
World War, due essentially to the inadequacy of the tax
system for coping with inflation, and a peculiar pattern of
growth of expenditures after the Second World War.
(c) The close relation between the periods of political stability
and those of growth of public expenditures, which suggests
some effect of the process of vote-catching on the spending
decisions of the govcriments. Related to this aspect it is
interesting to note the absence of any noticeable influence on
the level of expenditure resulting from the change of political
regime in 1910.
1. The inelastic character of the Portuguese tax system in relation to rapid
money income variations does not form a peculiarity of the Portuguese
system; it is rather a more or less common feature of less-developed
countries. The same aspect was emphasized in relation to the fiscal
structure of Asian countries by the Committee on Industry and Trade of
the Economic Commission for Asia and the Far East, of the United
Nations in its report Inflation and the Mobilization of Domestic Capital
(E/CK. 1/ILT/WP. L/L6), October 22, 1951, whsre it is suggested that due
to the inflexibility of* taxes "the governments command over raw resources
through taxation may actually decline as inflation proceeds apace, in
spite of a higher aggregate productivity", p. 6.
The differences in the structure of the tax system of different levels of
government in the United States, for instance, and the more rigid
structures qf the low levels of government seem to be on the basis of the
lag of the states and local revenues in relation to the federal revenues in
periods of inflation. On this point see: Seymour E, Harris, The Incidence
of Inflation; or who Gets Hurt? Papers presented to the Joint Economic
Committee of the Senate, Washington, 1959.
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(d) In what concerns the process of growth of expenditure after
the Second World War - the period of most rapid expansion ~
it is important to point out the role of the administrative
or ins titutional decentralization in that growth. More than
half of the increase in the expenditures of the central
government since the end o f the war care from the growth of
expenditures outside the traditional budget, and from bodies
enjoying varied degrees of autonomy and decentralization and
speoial delegation of tax power, or, in other terms, resulted
from what the Italian Professor ' orselli called "parafiscalita"
and to what French authors and the Schuman Plan refer as
"parafiscalite", which in Portugal, lllce in the Italian
corporative State, played an important part in the expansion of
the public sector;
(e) AM finally, the sharp decrease in the burden of public debt from
of total expenditures of the central government in 1900 to U-%
in 1958, not only as a consequence of two major inflationary
periods, but also as the result of a deliberate policy of repayment
and corivertion, aimed at keeping national debt at a low level.
This policy has particular historical reasons.
Before trying to put our picture in an integrate framework there are two
aspects which require son© explanation. The first one is that of the particular
pattern of growth of the Portuguese public expenditure after World War II in a
more or less regular form since 1950 (after some fluctuations fallowing immediately
after the war) instead of establishing a "plateau" after a war-time peak.
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The second relates to the importance of institutional decentralization, as an
expediency for expanding the administrative public sector.
Having not entered the war, and having borne a good degree of inflation
for coping with which the tax system was not flexible enough, Portugal did not
follow the typical pattern of growth of many other countries, characterized by
a peak of expenditure in real terms during wartime. On. the other hand, some
revenues of war years were of a temporary character, and did not come from the
traditional and established sources of public revenue. For all that, the
increase in expenditure which ocourred after the war was net due to the fact
that people got accustomed to high tax rates in the ptrriod of war, end so changed
their ideas on what can be considered an "acceptable" tax burden (as it seems to
have happened in Great Britain and other countries). Such an increase resulted,
instead, mainly fr-om the acceptance by the government of the ideas internationally
held on the "duties" of the State in what concerns social insurance and welfare,
and of such goals as rapid economic growth promoted through a specific governmental
policy.
In relation to the role of administrative decentralization in the growth of
Portuguese public expenditure some reference to the general problem of "parafiscalite"
is needed,
"Parafiscalit®" can be defined as the delegation by the State of special tax
powers to decentralized or autonomous entities to which some particular tasks or
functions were attributed (normally those of social insurance, economic co-ordination
•j
and organization and representation of professional interests).
1, Cf: Aliornar Baleeiro, himitacoes Constitucionais a o Poder de Tributar.
Rio de Janeiro, 1951, p. 169.
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The phenomenon is, by no means, a new one and forms part of an old process
of the extension of State activities. But it seems to have acquired particular
aspects and relevance in many ocuntries after the Second World War*, and especially
in Italy during the so-called "Stato Corporative" (corporative State) just before
and during the war, as well as in Portugal, whore a "Corporative" regime has been
the constitutional form of State.
It also acquired certain importance in Prance, where a good deal of adminis¬
trative decentralization took place after the war, having been extensively dealt
with in the Schuman Plan, where the contributions to social insurance, family
allowances and the contributions to many other bodies of a public or semi-public
character, such as the Chambers of Commerce, etc., were grouped under the heading
of "la parafiscalite". Many of these contributions were later, either transferred
to the general budget of the State or confirmed by parliamentary vote.1 The some
did not happ>en in Portugal nor in Italy during the corporative regime because of
the fact that administrative decentralization is a distinct feature of the
corporative State.
The doctrine of the so-called "parafiscal" contributions was developed in some
2
detail by the Italian Professor Emanuele Morselli #10 protended that they presented
new theorie-scientific aspects not considered by the traditional theory of public
1. See: J. Laferriere et M. Waline, Traite Elementaire de Sciences et de
Legislation Pinancieres, Paris, 1952 - the Chapter on "Parafiscalite".
2. In particular in Le Finanze degli Enti Publici non Territoriali. Padua, 1943#
finance.
We cannot see any scientific substance in that theoretical distinction,
and we wholly agree with J. Merigot that the three main characteristics of the
parafiseal receipts (a) exclusion from the traditional budget of the State;
(b) application restricted to pre-specified ends; (c) autonomy or decentraliz¬
ation of the bodies to which the special tax powers are attributed - are mere
administr ative aspects. But we cannot fail to recognise the importance of this
process of decentralization to circumvent the resistances to an increased tax-
burden.
The aspect which Professor Morselli considers typical of these receipts -
the fact that they are used for specific and pre-determined economic, social and
moral objectives, and that they ar-e contributed by those members of society which
particularly benefit from their services - though it forma no new aspect in public
finance, had considerable relevance for the process of increasing the tax burden
in these countries.
In some cases, as in the case of unemployment contributions in Portugal, which
are paid by employed persons, many of whom are not potential beneficiaries of
unemployment beliefits, the only object of segregating a particular segment of
expenditure from the general tax system is to make the contribution socially more
acceptable. In this particular case of unemployment contributions, as in many
other cases, the special tax or contribution is related to its purpose purely to
weaken resistances to its imposition.
1. On this point see the controversy between Professors Morselli and Laufenburger
in Vol. No. 43 (195"I) of the Revue de Science et de Legislation Financiere (now
Revue de Science Financiere) and the article of Jean Merigot, "Elements d'une
Theorie de la ParafiscaXite" in Vol. No. 42 (1949) of the same revue. Long
before Professor Morselli had developed his point, many Italian authors, like, Nitti.
Jannacone, Rufini, P. Flora, Vicenzo' Tangorra and A. Graziani, among others, had
studied the attribution by the State of tax powers to bodies like Chambers of
Commerce, but included their receipts among the so-called "imposte specialli".
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This process played a quite important role in the expansion of the public
sector in Portugal after the Second World War.
3. Integrating the Factors of Growth of Public Expenditure.
Now is the moment for considering together, in an orderly way, all the
relevant factors and features of the growth of the public sector in Portugal, and
to try to sort out an integrated explanation of the whole process.
Undoubtedly, the Portuguese case is only one instance of a much more general
phenomenon of growth, though a case which, like any other, presents its particular
aspects.
Do we need to forge for it a particular, though, logical explanation, or does
it fit into some of the explanations already advanced for the growth of the public
sector? Is there any general explanation for this phenomenon?
We must frankly say that no explanation seems to us general, arid at the same
time complete enough, to comprehend all the real cases and consider all the
relevant factors of growth. Certain authors describe better than others what
occurred in certain countries, and some apprehend better than others the relevant
growth of
factors or forces operating in the process of/public expenditures in other countries.
In an attempt to dichotomize them we shall say that a group of authors emphasize
the importance of the factors which are endogenous to the process of economic
development and try to present the growth of the public sector as an aspect or
manifestation of the changing structure of an economy when it grows; the others tend
to give more attention to shocks or disturbances induced from outside the economic
process.
We wonder if both types of factors did not play their own part in the growth
of the public sector which occurred more or less everywhere in the course of this
century.
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Our study of the growth of public expenditure in Portugal and similar studies
made for other countries, suggest chat the Western economies passed through two
phases of development. The first is that which followed (even if historically,
and due to a series of social resistances, did not coincide with) the process of
urbanization brought about by the industrialization. The second is that which
resulted from the structural changes associated with a shift from conditions of
perfect competition with a multiplicity of small units to a world in which imperfect
competition predominates.
The first one corresponded to the growth and consolidation of the so-called
allocation branch of public finance in Professor Musgrave's terminology.^
In that phase we notice three main factors pressing for the growth of public
activity:
(a) The diseconomies generated by the process of industrialization
and urban concentration;
(b) The enlargement of the range of services whose social utility
exceeds their individual or j>rivate utility;
(c) On the side of the revenues, the greater "taxable capacity"
shown by urban areas as zones of monetary economy, by contrast
with the rural zones, where the monetary sector is much more
2
contracted.
1. See: Richard A. Musgrave, Theory of Public Finance. New York, 1959»
2. This effect of urbanisation on the growth of public expenditure has, up to
now, received very little, if any, attention, but the experience of the
actual underdeveloped countries shows that it plays an important part in
the growth of public revenue and expenditure in these countries.
In the second phase we can still distinguish two distinct moving forces
causing the growth of public expenditure: that which produced the growth of the
stabilization branch of public finance (and which corresponded to the failure
of the market mechanism to reach such goals as a level of employment close to full
employment), and that which consisted more of a fundamental change in social goals,
particularly regarding the distribution of income, which produced the Welfare State
and led. to the development of the distribution branch of public finance.
In the most advanced countries, these two phases of growth corresponded to a
certain extent, to the transition of the economy from the rural stage to the
industrial one, and to the attainment of conditions of "mature economies", or the
1
passage from the stage of industrial ecanoiid.es to that of "service economies'',
respectively.
Historically there was sows lag between the appearance of the diseconomies
generated by industrialization and urbanisation and public action required to meet
the needs thereby created, but clearly there was a logical link between them in the
process of growth of expenditure.
In less-developed countries the stage of economic development which would
produce the second pliase of growth of public expenditure was not reached., but a
demonstration effect to introduce some elements of it, has been at work in most of
them. Hie result is that in these countries the process has been blurred by a
mixture of elements of the two phases, ooupled with a new element: the pursuing by
1. 'Or, if one prefers, and using the Rostovian terminology, to the stage of
"high mass consumption", See: W. W. Rostow, The Stages of Economic Growth -
A non-Communist Manifesto. Cambridge, Cambridge University .Press, I960.
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the governments of policies specifically directed to foster economic growth.
The two phases were in a certain sense compressed and we see in many of them a
quite relevant distribution branch before the process of industrialization and
that of urbanisation is well advanced. The relative importance of the two
phases in terms of growth was very different: the big upward push had been
experienced in the second one.
Looking, at the economic factors underlying the expansion of the public
sector in the second phase - wiiich historically we place for Great Britain and
the United States roughly in the period which begins in the early 1930's - we
would say that the main cause of growth of public expenditure was formed by the
increasing incapacity of the market to reach a situation corresponding to the
supposedly best allocation of the resources of the country and an "acceptable"
pattern of income distribution.
According to the classical model of perfect competition, the market mechanism
would ensure the optimum allocation of resources in terms of consumers' preferences
in an automatic way. And it would be so if the conditions outlined by the
classical economists prevailed. But, as Keynes noted, the logical consistency of
classical economics was perfect, but its postulates were only applicable to a
special case, and it happened that "the characteristics of the special case assumed
by the classical theory" were not "those of the economic society in which we actually
live".^
No epoch or society really knew the complete fulfilment of these conditions but,
1 • J. M. Keynes, The General Theory of Employment, Interest and Money, London
Liacmillan and Co., 1957, P. 3.
for two centuries or more, reality has been sufficiently close to them to leave
unchallenged the conclusion drawn by the classical economists of the superiority
of the market economy over central direction.
Situations of Hasting and generalised unemployment were not known for long
periods of time and the idea that the great wastes in the economic history did
not come from unemployment, but from uneconomic use of scarce resources was
probably not far from tie truth.
Meanwhile, the underlying reality gradually changed. In the closing decades
of the last century and the beginning of the present, economists became increasingly
preoccupied with the adequacy of the model of perfect competition in a society in
which some firms had considerable power of control on prices and unions enjoyed
certain degrees of monopoly on the available labour force. At the same time
depressions began to become a serious public concern. Through the last part of
the 19th century and the first decades of the 20th, it became more and more
difficult to accept them as normal and necessary in a process of economic self-
adjustment.''
1. On the belief in this necessary function of adjustment made by the market
system -through depressions and the idea of the harmful character of public
intervention, it is interesting to quote a passage of Schumpeter (one of the
greatest authorities on the business cycle at the time): "In all cases ...
recovery came of itself ,.. But this is not all; our analysis leads us to
believe that recovery is sound only if it does come of itself. For any
revival which is merely due to artificial stimulus leaves part of the wox*k of
depressions undone and adds to an undigested remnant of maladjustment, new
maladjustments of its own". (j. A. Schumpeter, Essays. ed. by Richard V.
Clemence, Cambridge, Mass., Add!son-Wesley, 1951, p. 117 - Quoted by John K,
Galbraith in The Affluent Society. London, 1958, p. 326.
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The depressions of 1908 and 1921-1922 (and mainly the latter) already
reached proportions -which brought people to think that "there must be soruething
very wrong in a system in which such faults were normal".
But, even in these two depressions, unemployment never attained half the
figure it reached in 1932.
The importance of monopoly had been growing and the sector in which conditions
of imperfect competition prevailed,considerably enlarged. At the same time
rigidities in the interest rate and the lack of mobility of factors (such as that
resulting from the organization of the labour market and other groups) made the
maintenance of full or near full employment less probable in the absence of
corrective devices.1
The instability of a system which allowed investment to fall from 15.2)t of
G-.N.P. in 1929 to less than 1.5/? in 1932 and unemployment to reach 22,S^> of the
total labour force in the United States, showed that the classical model or perfect
competition was no more operational. Classical theory explained economic failure
essentially as a result of inefficiency. But realities after 1930 spread the
conviction that the generalised individual failure which occurred in the depression
years was, instead, the result of a malfunctioning system in which automatic adjust¬
ment of the individual plans was prevented by rigidities and insufficient information,
1. Keynes showed that the full-employment equilibrium level assumed by the
classics as logical consequence of the operation of Say's law was a special
case of the equilibrium level of employment in which the propensity to consume
and the inducement to invest stand in a particular relationship to one another,
but that there was no reason for expecting that such relationship would be
verified in practice in the absence of some external intervention. (General
Theory).
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Thus the conviction became strong that a system which allowed huge unemployment
for considerable periods of time, in addition to requiring big social sacrifices
and generalized individual suffering, involved a great misallocation of resources
and, at the same time, did not fulfil the minima requireiaents of security tind
justice demanded by the prevailing concepts of social philosophy. Tins deeply
affected the traditional mood in what concerns public spending,
A good deal of ti>e tasks which accounted for the main x-art of the increase
in public expenditure after 1930 represented attempts to counteract the failures
of the market mechanism in what concerns economic stability and individual security.
These circumstances formed, in our view, the main economic factor which led to
the huge increase in public expenditure after the Great Depression, and particularly
after the second World War, in the most advanced countries.
Is this interpretation in contradiction with that of the demonstration effect
thesis? We do not think it is necessarily so. If we correctly interpret this
thesis on the growth of public expenditure we shall say that it is more concerned
with the explanation of the time pattern of growth than with that other problem
(less subject to statistical test) of the factors or forces which were behind the
displacement effect, and which wars and other major disturbances tend to unleash.
We do not find in the Peacock-Wiseman argument any suggestion that in the
absence of major disturbances the share of public expenditures in national income
would not grow at all, and th t the increase in this share, which in some countries
took place after wars and social upheavals, has been independent from other factors
or conditions.
Our own view is that the increase in the relation of public expenditure to
national income has been pressed by forces connected with the transformations that
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have occurred in the structure of the economy, and that ws and other social
disturbances broke the resistances which opposed these forces, allowing them
to operate.
The displacement effect, then, throws light on the process of adjustment of
the ideas of the individuals as tax-payers and as beneficiaries of public goods and
transfers (which seems to be so important in the determination of the level of
public activity) and, at the same tire, tells us when to expect major permanent
increases in the level of expenditure.
But it leaves unexplained why the displace ent effect was so different after
the Second orld War between countries at different levels or stages of economic
y
development; and it also leaves without proper explanation the differences of
intensity of that effect after the First and the Second World 'Wars. Was it only
a question of the differences in the amount of finance required by the two wars
and in the process of financing them? We cannot find a plausible answ .r to that
question except in terms of the changes in the psychological function of demand for
public services, which, according to Eostow, tends to .ccur in the post-maturity
stages of the economy.
There still remain to be explained the increase in public expenditure -which
has been taking place in the last decade in many underdeveloped countries. Even if
it was smaller than in the most developed countries, it was of quite considerable
proportions and does not fit into the historical pattern of the now developed
economies. There is every suggestion, and some statistical evidence, that it was
1. At least judging from what Qshima's tables suggest: See the study in
American Econoitdc Review. June 1957, already quoted.
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much more pronounced than in the actual industrialized countries when they d rove
towards industrialization. Why? Can we explain this in terms of the broad
explanation previously given for the general phenomenon of growth?
The first point to emphasize is that industrialization is not taking place
to-day according to the pattern of the nineteenth century. There are all over
the world the big industrial concerns and the degree of control of the markets
which differs from that of the past century and a half. Secondly, not only has
the organization of industry been modified, but social philosophy has also changed,
such that nineteenth-century-style development is no longer accepted. Thirdly,
and most important, people are now well aware of the deficiencies of the market
mechanism to ensure rapid economic advancement. Economists maintain that market
is a poor guide to policy in backward and stagnant societies.1 And politicians
in less-developed countries are taking it more and more for granted.
In the less-developed countries of our time what pressed for a rapid increase
in public expenditures was first of all, the operation of a demonstration effect
impelling them to much higher relative expenditures on social services than the
actual industrial countries had to bear when they were in a siirdlar stage of economic
advancement in a setting in which the market is differently organized from that of
the second half of the 18th century and of the 19th century, and in which people no
longer rely on market forces to ensure the best allocation of resources in terms of
rapid economic growth and the attainment of other social goals.
1. That is a point in which many economists have insisted and which is more or less
generally accepted in the United Nations quarters, influencing all the policy oi
the Economic Commissions for Asia and the Par East and Latin America. In the
theoretical thinking, see for instance, Benjamin Higgins, Economic Development.




4. The Ffrocess of Growth of Puiblio Expenditure in Portugal.
In the light of the above, one is led to ask how does Portugal fit into
these trends and how has it borne the influences of all the factors which have
been mentioned? Here is where the economic, political arid social conditions meet
and reveal the true nature of the political process through which spending decisions
are taken.
First we have the problem of urbanisation. We cannot be sure that the
increase in public expenditures which was taking place in tire beginning of the
century was the result of the new wants which were being felt as a consequence of
some degree of urbanisation.
From the outset, we must admit that without data on the expenditures of the
local governments, where many of these needs were felt, we cannot make even a
suggestion in this sense. Secondly, we must recognize that urbanisation was in
Portugal, in the beginning of the century, a phenomenon of little relevancej so was
1
industrialization.
The increase in the expenditures per head can probably be best attributed to
the attempt of the monarchy to meet some of the needs of the population at a time
when the political climate was becoming increasingly adverse and the burden of an
extremely heavy debt left little room for manoeuvre. Stable prices helped this
growth.
Afterwards, and as it has already been pointed out, war, inflation and
political instability, connected with the inelasticity of the tax system, blurred
the effect of other possible influences.
1. The urban population formed at the closing of the 19th century, 9$ of the
population of the country, which compares with about 22$ for the whole of
Europe including the czarist Russia. At the same time the product which
came from manufacturing represented (according to Mulhal) only a little more
than one-fifth of the total output of the country. And the whole process of
installing some new industries has been exceedingly slow.
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It was only after the Salazar Administration came into power, and the fiscal
system was refashioned, and price stability restored, that new influences began to
play their role.
The first concern which found expression in the policy of the new government,
hence in the budget, was that of endowing the country with a basic framework for
economic progress. Later came the establishment of a new set of bodies for
co-ordinating the economy of the country and the launching of the foundations of
the system of social security. After the war, both schemes developed, and, at
the same time, the country entered a new phase in what concerns the development of
the economy - that of a specific and systematic policy of economic growth with the
development plans. In the meantime social insurance was spreading in coverage,
thereby increasing its weight on the budget.
All that occurred by progressive degrees of feeling the need to supplement,
stimulate, and partly conduct, the slow response of private enterprise to the new
conditions of the country and of the surrounding environment.
Greater consciousness of the imperative of rapid economic growth and a greater
sense of social responsibility began to develop, bringing new pressures to bear on
the inprovenent of the economic and social conditions of the people.
So, jjartly as the result of the operation of the demonstration effect of a
changing world outside, and partly as a consequence f the acceptance that market
forces must be supplemented by public action, State activity gradually increased.
But all that in a frame of mind of the fiscal authorities formed in the clas: ical
tradition of the aramount importance of balanced budgets and of the need for
restraint in the levels of taxation. Here administrative decentralization and
taxation for specific purposes helped to circumvent resistances.
- 139 -
This was, "briefly, the way public expenditure expanded its share in the
national income.
Economic and political factors, external influences and shocks, and admin¬
istrative rigidities, combined to draw a pattern of growth which, sharing some of
the more or less general or common trends of the expansion of the public sector
throughout the world, presents some particular features, owing to special economic
and social conditions of the country and events related to its political history.
5. Probable Future Developments of Portuguese Public Expenditure.
Does our study help in any way to establish the future pattern of growth of
Portuguese public expenditure, or must it be circumscribed to an analysis of the
past?
The drawing of conclusions about future developments from past experience,
particularly in the field of public policy where so many unpredictable factors can
strongly influence the decisions of the authorities, is very dangerous. However,
the analysis of the past can bring to light patterns of behaviour, draw attention
to particular forces and influences, and suggest probable developments. Furthermore,
the scrutiny of the process of growth of public expenditure and of the factors which
determined that growth through a long period of time can supply a valuable knowledge
of the incidence of the institutional set-up in fostering or checking the action of
certain forces. Hence, one acquainted with past experience is better armed to
analyse trends, examine movements, study influences and forces, and to weigh the
probability of their continuing to operate in the future.
Should our aim be that of constructing a model of growth of the Portuguese
public expenditure, it would not be impossible to establish numerical projections
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for a certain number of years on the basis of certain hypothesis. But our
purpose is not so ambitious. We recognize that many unknowns remain whose values
could change the whole picture of growth. To suggest only some of them will be
enough to show how such a prediction could deviate from the actual behaviour of
expenditure.
Political stability and instability, for instance, have revealed themselves
of remarkable iimx>rtance in the growth of the Portuguese public expenditure in the
past. On the other hand, the pattern of that growth during at least the last two
or three decades undoubtedly owes a good deal to the particular set of institutions
created in 1933. A change in the political system or the alteration of the
political conditions of the country would not be without influence on the future
development of expenditure.
The influence of the course to independence of the African territories on the
Portuguese African provinces is also bound to produce a serious impact on the
Portuguese budget.
Another important unknown is that of the way the private sector of the economy
will react to the .movement of economic integration and tariffs reduction in Europe.
Portugal is a member of the European Free Trade Association. The impact of the
first move of tariffs reduction on the Portuguese economy cannot yet be established,
but the slowness with which the entrepreneurs have been reacting to the new condition
of European trade are being a cause of concern for the Administration,
Souse steps have already been taken, such as the creation of an Institute of
Scientific and Industrial Research and the reform of the Board of Exports Promotion,
to cope with the changes in the economic environment. But whether the country can
stick to a policy of giving opportunities to private initiative and wait, or has to
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foster the required structural changes in industry and trade to meet the challenge
of the new situation, is not yet clear.
These are only some of the suggestions on possible future developments which
could s trongly influence the course of governmental policy with a corresponding
result on public expenditure.
However, the recognition of the hazardous character of any prediction in such
a field does not mean that an examination of future probable influences and trends
be frivolous. Indeed, on the assumption that the political scene does not change
drastically, it seems possible to indicate some of the most plausible tendencies in
the future development of public spending in Portugal,
First of all, being one of the basic pillars of the economic policy of the
present Administration, price stability is bo nd to be maintained, unless some
strong external shock forces the government to move from that position. Thus,
inflation is not a probable cause to check the growth of expenditure in real terms
as it has been in the past.
On the other hand, the policy of balanced budgets, which also forms one of the
basic elements of the programme of "sound" finance of the present government, is
not likely to be abandoned. Therefore, the growth of expenditure, if it continues,
must proceed inside the limits of the growth of tax revenues. These are conditioned
by two main factors: the rate of grcwth of the national income and the nature of a
1
projected tax reform.
It is not yet known whether it intends only to introduce some minor changes in
the structure of taxation and shift the emphasis of indirect taxation from import
1, The distribution of income is not very relevant because the Portuguese tax
system is essentially proportional and the limits of tax exemption are rather
low.
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duties to purchase tax (in order to meet the loss of receipts resulting from the
gradual abolition of the import duties on goods coming from the other members of
the E.F.T.A., or whether it aims to give the government greater financial resources
to promote quicker economic growth and enforce other objectives. The hints given
till now on this subject do not allow any clear conclusion.
Considering the problem from the point of view of the forces pushing for an
increase in the amount of the different categories of expenditure, there appears to
be some ground for expecting that the regular growth of expenditure in real terms
observed since 1950, has not stopped in 1953. It is very likely that it will
continue for some years to come. In 1959 there was the biggest increase in the
salaries of the civil and military servants for at least two decades. It intended
to restore the purchasing power of the government staffs from the losses suffered
during the inflationary years of the war (and which were never matched by the small
increases of the time) and adapt the structure of the remunerations to the new
requirements. At the same time, 1959 was the first year of enforcement of the
Second Development Plan, which is due to increase by 2§- times the direct contribution
of the budget to the Plan.
Since outside the central budget the expenditures of autonomous bodies (boards
of economic co-ordination, etc.) seem to be increasing at a relatively regular pace,
and some bodies, naiisely the Board of Export Promotion, are planning to enlarge
considerably their action, the probability is still for an overall increase in the
amount, and possibly in the relative importance of the expenditures of economic
character. A possible obstacle to this trend is an eventual change in the instit¬
utional framework of co-ordination of the economy, by transferring part of the tasks
of the so-called "Organismos de Coordenacao Econontica" to the "Organizacao Corporative
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as it is previewed by the law. This would reduce the size of the public sector.
However, until now no steps have been taken in this direction although they have
been advocated by the consultative Chamber: the "Carrara Corporative".
In the field of social expenditures (and social security in particular) some
regular, though slower, growth is to be expected. This will result from the
allowances for progressive coverages which are built into the social security
prograni'ue, and the continued tendency for pensions to increase.
Pensions account for an increasing share of the outlays from social insurance
funds and are likely to continue to do so for son® tin®. This is to be expected
since eligibility for a pension requires a id.rd.mm number of years of contributions,
and its amount varies according to the accuaailated contributions. Nevertheless,
•unless the system is extended to cover agricultural workers, no marked increase in
the level of exp enditures on social services is to be expected. In fact, it is
doubtful whether the share of this category in total expenditures will continue to
grow for very long.
Recently, policy decisions have tended to be made with more regard to develop-,
merit and the increase in productivity than to redistribution.
Hie other two categories which are most likely to be affected during the sixties
ere defence and tire expenditures with the overseas territories. Portugal has
tenaciously maintained a unique conception of assimilation and integration of
population in her African and other territories. This conception, which forms the
basis of official overseas policy, receives extensive popular support, and will be
the position taken by Portugal during the coming years, notwithstanding international
pressures. The National Assenbly fully endorsed the policy of the government, and
the rapporter.tr of the Accounts Committee suggested recently (in the report on the
State accounts for 1958) that expenditures on defence and overseas territories
would probably have to be increased in order to prevent external influences from
filtering through the long frontiers of the African provinces and disturbing the
native population.
The assumption is that a policy of gradual assimilation which succeeded in
Brazil can also succeed in Africa, and elsewhere, provided that an adequate policy
regarding the native populations can be carried to completion free of disturbing
influences. It is understood, however, that such a policy will be expensive.
In particular, a great deal will have to be spent by the State on administrative,
economic, social, and cultural improvement.
All these developments are extremely difficult to predict. It seems, however,
quite safe to argue that the shaxe of public expenditure in the national expenditure
will not be reduced, given the continuing pressure of the requirements of economic
development and the momentum of social expenditures. It can probably increase
further, particularly if the climate in Africa deteriorates. But resistance is
bound to arise to any substantial increase of this share, which cannot be considered
modest in view of the standard of development of the country. The expvd.£t<n£ of
administrative decentralization seems to have been already pushed almost to its
limit, so that further decentralization would endanger efficient control and make a
unified financial policy (regarding stabilization for instance) almost unworkable.
On the other hand, reactions have begun to emerge against the dispersion of the tax
power of the State among semi-autonomous bodies.
Summing up, we would tentatively suggest that the most likely trend is toward
an increase in expenditures in real terms at a pace not very different from that of
national expenditure, unless some strong external shock forces public expenditures
- 145 -
to grow faster. Some further re-allocation among the different economic and
functional categories is possible, particularly toward a relative increase in
the expenditures on economic services, and possibly also on defence and Colonial
adminis tration.
In regard to the economic composition of expenditures, the enforcement of
the Second Develop;tent Flan 'would lead one to expect an increase in the importance
of capital expenditures.
The distribution of total expenditures among the different levels of responsib¬
ility will likely show a further increase in the share of the central government.
This will result from the increased role of the central budget in the Second
Development Flan and from progressive coverage of social insurance benefits. If
the African situation should deteriorate, this trend would be accelerated.
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APi-EHDIX ON SOURCES AND MKffluDb.
The object of this Appendix is to describe in greater detail than seemed
advisable in the text, the methods followed in collecting and classifying the
data presented, and to indicate the coverage of the study, as well as the
sources used and the choices me.de when possible alternative solutions appeared.
This is not intended to be a discussion of theoretical problems. The
discussion of the main methodological points of a more theoretical character,
has already been made in Chapter II.
METHODS.
1. Geographical Coverage.
The area covered by the analysis is that corresponding to the Portuguese
Metropolis, i.e., the Continental part of the country and the Adjacent Islands:
the Archipelagos of Madeira and Azores.
The expenditure of the administrative public authorities, as previously
defined, situated inside that area, was included even when payments were made
outside the area, as in the case of the expenditure on foreign representation
and Colonial administration. However, the expenditure of the colonial govern¬
ments, which was not supported by the budget of the Metropolitan government, was
excluded.
Since the area considered did not undergo changes during the period covered
by the analysis, no problem of territorial change had to be faced.
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2. The Concept of Expenditures Considered.
So far as possible, our totals of expenditure were collected so as to
exclude mere financial transactions (such as lending and borrowing), internal
payments, or payments between different bodies or government departments (either
belonging to the same level or to different levels of decision-taking), accounting
duplications, current trading operations of public bodies, and specific receipts,
or receipts from payments made directly by those who received services from the
government. In certain cases, however, the deduction from the total amount of
expenditure, of specific receipts, was not possible. The most important case was
that of the University fees. Such fees are actually paid in stamps and it has not
been possible to separate them from the bulk of other government revenues. In
some other minor cases, too, difficulties appeared in deducting specific receipts
from the expenditure of particular bodies or departments. However, their total
does not alter in any significant way, either the overall amount of exx?enditure,
or trie relative share of the different categories considered. Therefore, the
principle was formally followed, although statistical, difficulties prevented its
full application.
According to our definition of aggregate public expenditure, the repayment of
the principal of public debt was treated as a mei-e financial transaction, and thus
it has been excluded from oust totals. Loans granted to the private sector and
repayable at a later date have also been excluded. The interest and other current
charges of public debt, however, were included, since they represent effective
expenditure.
3» Time .i-eriod and Time Unit.
The time period covered by the analysis is intended to be roughly the sixty
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years since the beginning of the century. In actual fact, the figures relating
to the central, government cover a period of fifty-eight years (1900-1958), and
fifty-seven years when a breakdown into economic and functional categories had to
be iiiade. For local authorities it has not been possible to extend the analysis
over the same ]«riod. The farthest back that it has been possible to go was 1928,
and when dealing with the economic and functional composition of expenditure, only
a twelve-year period could be analysed, because of the lack of data.
The time unit considered was the calendar year, but since there was no
correspondence between the fiscal and the calendar years for a large part of the
period, conversions liad to be made.
Major problem© were posed for the period up to 1935, in which the fiscal year
started on the 1st of July and ended on the 30th of June, and a complicated system
of accountancy prevailed.
The conversion of the figures from the basis of fiscal years into calendar
years did not present any difficulty, once the assumption of the absence of seasonal
variations was made. Nevertheless, some choices had to be made due to the complex¬
ities of the accounting system.
The first choice was that of taking the figures on a cash basis, instead of on
an accrual basis. This means that the amount of expenditure presented for a given
year was that corresponding to the sums paid in that year, and not that corresponding
to the orders of goods and services passed by the government and the pending
financial obligations which matured during the course of the year.
It is well known that the transactions in national accounting mean "flows of
value" (not effective payments) and they are recorded when a claim or liability is
borne, rhather than when the corresponding payment takes place. But not all
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transactions can conform to this rule, arid the government transactions escape to
it to a great extent, for public accountancy does not supply an adequate account
of claims and liabilities.
The Portuguese budget and final accounts present three major aggregates of
total annual expenditure: the amount authorized by the budgetary laws for the
year concerned; the amount which is considered to be due as a result of the
spending decisions both of the current year, and of previous years not liquidated
in the years concerned; and the amount actually paid during the year.
The amount of "authorized" expenditure does not reflect the true spending of
the State because part of the authorization passed on the budget legislation never
materialise into effective claims. The amount assessed as "due" is a better
reflection of the situation, but, for a number of reasons, it is not always fully
paid out. On the other hand, the amount "paid" during the year onlj reflects the
%
"cash" transactions, but not the spending decisions taken by the State during the
year. However, it is the amount which indicates the measure of the resource
actually handled during the year by the government, and thus gives the best
approximation to our concept of the overall influence of the budget on the economy
of the country.
Since the budgetary reform of 1928, the difference between the amount of
expenditures due for payment and the payments actually made during the year is
negligible, since the expenditure of previous years paid in a given year is a very
small proportion of the total amount paid. Furthermore, it more or less balances
each other from year to year. The sane cannot be said for the period previous to
1928 (particularly during the difficult financial period of the twenties, when
significant items of expenditure were passed from one year to another in the
- 150 -
expectation of a more favourable financial situation for the Treasury). However,
since a decision had to he taken about the total to include in our tables, the
amount actually paid in each year- either on account of that year or on account of
previous years, was taken as representing the closest to the concept we had in mind.
There remain some additional complications resulting from the existence of
different concepts of accounting period.
The "ana economico" (financial year), to which the accounting laws determined
that expenditure should be referred, was the period of twelve months that, up to
1936, began on the 1st of July and ended on the 30th of June. But there were two
different processes of bringing to the account of one year the expenditures which
legally belonged to it. Firstly, up to 1907-8, there were the concepts of the
accounting period called "gerencia" and "exercicio", the first one being one of
12 months corresponding to that of the financial year, and the second a period of
18 months during which transactions could still be made using the financial author¬
izations of the year concerned. In 1907 the "exercicio" was abolished but two
different concepts of accounting period still remained; that of "ano economico",
whose account was closed at the end of the 12 month period, and that of "gerencia",
whose account remained open, first for five years and later for three years.
Since the budgetary reform of 1928, ore concept of the accounting period has
been maintained; that of the "ano economico", although differently defined than
previously. According to this concept, which is still in use, the expenditures
entered in the account of a given year are those which were contracted during the
financial year concerned and paid either during that year or during an additional
period of 45 days of the following year (till the 14th of February). Where an
exx->enditure already contracted during the fiscal year reiriained •uapaid when that
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supplementary period was over, it was entered in the account under a special item
called "expenditures of past financial years". In broad terms, this item more or
less balances from year to year.
The concept we considered in collecting the data was, from 1907 to 1$ 28, that
of "gerencia", and from 19.28 onwards, that of "ana economico". They were those
which represented the amount actually paid every year and, on the other hand, those
which ensured the most possibilities for comparison through the whole period. For
the years 1900 to 1908, since no final accounts have been published, the figures
presented correspond to the estimates voted by the Parliament.
4. The Deflation of the Expenditures.
Trie elimination of price changes from the aggregates, in order to obtain the
"real" change in the amount of expenditure, required as has been pointed out in
Chapter II, the use of appropriate price indexes. In practice, however, we had to
use the only available index-numbers, although they did not meet the requirements
of adequate deflators for this purpose.
The first difficulty which had to be faced lay in the fact that there is no
index-nuiiber which has been calculated continuously since the beginning of the
century. Therefore, three different index-nuriibers had to be used successively,
notwithstanding the criticism which can be made of this procedure.
The first index (the only available for the period previous to World War I) is




where the q. represented the quantities consumed by a supposed average or typical
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family worker, of 25 different goods, covering the main items in the categories
of food, heat, lighting and cleaning. The p^ represented the respective prices
in Lisbon1at the time to which the index referred. The pQ represented the prices
of the same goods in 1900. This index was discontinued in 1916.
In 1920 the "Institute de Seguros Sociais Obrigatorios e de Previdencia Social"
started the publication of another index (which was improperly called the cost of
living index)including the same number of articles, belonging to the same categories,
and using a similar form to the previous one. The base year was 1914. It was
discontinued in 1934.
In 1934 the General Direction of Statistics undertook the construction and
publication of another index of retail prices (also inadequately called the cost of
living) taking 1914 as the base year. It included 61 articles belonging to the
same categories of food, heat, lighting, and cleaning. It was a non-weighted index
of the form
pn
1^ = _______ • 100> where the p^ represented the price
po
of the goods included in it at the dates to -which it referred, and pQ the prices of
the same goods in June 1914. This index has been retained by the actual Institute
of Statistics which still maintains it.
The three indexes referred to above are not, strictly speaking, comparable:
the first two are weighted indexes; the last one is a single index. Furthermore,
the first has not the sane base as the last two, and the base prices of the last
index refers to the month of July, while the others are based on annual averages of
prices. Therefore, while a change of basis is not, strictly speaking, allowed, and
1, Similar indexes were constructed for Oporto and Braga, but their coverage was
still smaller: 14 goods for Oporto and 5 (I) for Braga.
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it is not permissible to pass from the second to the third one, nevertheless, in
order to obtain some kind of deflator we had no other way, but to ignore these
difficulties and suppose th t the juxtaposition of the three indexes gave an
approximate prioture of the "true" movement of prices since 1900,
The first index described has been used for the period 1900 to 1913 J the second
one for the period 1914 to 1929; and the third for the rest of our period - i.e.,
for 1929 to 1953.
5. Population figures.
In order to determine the rate of growth of the expenditure per head,
variations in resident population had to be considered. The series regarding
population are intended to represent resident population. However, the data on
population do not refer to the population noraally residing in the country, but,
instead, to the de facto population, i.e., the population present at the tine of
counting. Since the Portuguese marine is of small proportions and armed forces
abroad (with the one exception of the forces stationed in the Colonies) only amounted
to some thousands during the First World War, the series of the de facto population
are very close to those of resident population. The difference it makes to take
de facto poj.mlai.ion instead of resident joopulation, therefore, is negligible and
does not alter in any way the values obtained.
The data used are those of the census of population for the census years.
For the years between the censuses the figures refer to the estimated population
at the middle of the year, calculated by the National Institute of Statistics on the
basis of an appropriate logistic.
6* Classification of Expenditure by Function.
The categories considered in the classification of expenditure by function and
the main items included in each category were as follows:-
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C5VC£RAL AtPIKISTR&TIQN: Under the heading of "general administration" we included
the expenditures incurred by the highest organs of the State, by the organs of the
financial administration, and the civil and political administration of the country.
In addition to that, there were included in this category such bodies as the National
Institute of Statistics, which fulfil tasks of a general character not specifically
related to a particular function. Thus, as expenditure on general administration
the following were classified
a) Expenditure on the supreme administration of the State: Comprising the
expenditure on the Royal Family (during the monarchic regime), the Presidency of
Republic, the head of the government, the national representation (Parliament and
Corporative Chamber), and that of organs like the High Council of Public Adminis¬
tration and certain Commissions appointed by the government or the Parliament to
study and report on problems of general character (e.g., the Comjiiission for the
of
Sinplification/frorr.ialities in the Administrative Services),
b) Expenditures incurred by the financial administration of the State: Including
tiie cabinet of the Minister of Finance, the Under-Secretary of State for the Excheqyei
and the Treasury, the General Secretary of the Ministry, the Superior Court of Riblic
Accounts, the administration of public debt, the General Superintendent of the
Budget and the services of tax administration, public accountancy and related
services,
c) Expenditures on civil and political administration; Including the central
services of the Home Office and the services of civil and political administration
through the country,
d) Other expenditure of a general administrative character, including the National
Institute of Statistics, the conservation of the national palaces and monuments, and
others of a general character.
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FJBLIC PEST: Under "public debt" there were included the interest on public debt
and other current charges resulting from the outstanding national debt, such as
those on the remission and conversion of debt, differences of exchange, and others.
Interest paid to public bodies and repayment of the principal were excluded.
TE'.'jhNCE: Defence expenditure comprises that made by tie Kinisteries of Defence,
Aruy, Navy and the Under-Secre tariat of Air and which have obviously not a civilian
purpose. Health services and hospitals of the Army and Kavy, as well as military
instruction and military constructions were classified under this heading. So were
the expenditures made on the forces stationed in the Colonies. The expenditure on
institutions of general and technical education for the children and orphans of the
military staff (e.g., the "Colegio A&litar", the "Instituto Profissional dos fupilos
do Exercito" and the "Instituto Ferainino de Educacao e Trabalho"), although depending
on the Ministry of Jar, was classified as expenditure on education.
LAV AID ORDER; This category conprises two different kinds of expenditure: that
on the maintenance of internal order, and that on the administration and enforcement
of the law. In tire first category we included the expenditure made on the forces
devoted to the maintenance of order in the country: home-guard and the different
kinds of police, with the one exception of the traffic police or road-police, which
was considered in the category of oozmaxnic&tlons, that is, in economic services.
The expenditure made by the Ministeries of the Any and Navy in certain perturbed
periods for repressing, revolutions, riots and other manifestations of social unrest
were also considered as expenditure on internal order.
We classified as expenditure on law that made by the central services of the
Ministry of Justice, the expenditure on courts, public prosecutors, prisons, criminal
investigation, correction of delinquent youth, and civil registration. There was
«• 1f)6 —
elbo included under this heading the expenditure made by the Colonial Office in
the first decades of the century on deportees and correctional institutions located
in the Colonies for crimes committed in the Metropolis.
Some iteiris of expenditure on youth rehabilitation might be better classified as
expenditure on education, but the difficulty in drawing an adequate line between
these iteias and those connected with the punishment of crime, together with the mixed
character of many of them, prevented us from following this line which thus implied
a greater degree of arbitrariness.
SOCIAL ShhyiClS: They were classified in this category as expenditure of the
Ministry of Labour and Social -elfare ("Mnisterio das Corporacoes e Previdencia
Social"), social insurance payments, public assistance and relief', family allocations,
subsidies to institutions of 'Charity, unemployment compensation and the participation
of the State in housing schemes. Expenditure on public health has also been
classified under this heading.
EC0K3MIC SERVICES; This category covers the expenditure of the bodies and services
dealing with the administration, protection, promotion, and stimulation of economic
activity. As it has already been stated, the trading activities of these bodies
were excluded from our totals. Expenditure on roads, communications and tourism
was also included in this category.
Thus the main budget items which appeared in this category were those concerned
with expenditure on agriculture, forestry and cattle-raising (including those of the
institutions conducting applied research and experiment in these fields), mining and
geological prospecting, industry and trade, inspection of credit and insurance,
roads, harbours and light-houses, airports and weather forecasts, arid the subsidies
to agriculture, industry, export promotion, and to the railways, Post Office and
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merchant marine (with the exception of the subsidies to the shipping companies
which maintain regular routes to the African Provinces granted under special
contracts for this purpose).
EDUCATION AND CTJhThSB: This category includes the expenditure on infant, primary,
secondary technical, university and artictic education supported "by the State, as
well as those on postgraduate education, theoretical and applied research of a
scholary nature, youth organisations, sports and physical culture, arts, literary
and scientific academies, public libraries, archives and museums. Expenditure on
the teaching of the Portuguese language, literature and history in foreign countries
and on cultural relations were also placed in this category and not under "relations
with overseas countries".
Ehhiilh.S WITH OVERSEAS OOUhTlIBi; The expenditure on relations with overseas
countries comprise two main categories: the expenditure on relations with foreign
countries, and the expenditure on Colonial administration.
"lie first of these categories comprises the expenditure of the central services
of the Foreign ffice, those on diplomatic and consular representation, on the
participation of the country in international organisations, and conferences,
negotiation of treaties, arbitration of international differences and demarcation
of frontiers.
Hitler Colonial administration were classified the expenditure of the central
services of the Colonial Office, those on the maintenance of sovereignty (including
the expenditures rn.de on the military forces stationed in the overseas Provinces),
expenditure on economic development supported by the Metropolis and the subsidies
granted by the Metropolitan Government for the construction of railways, submarine
cables, harbours, and the interest of the colonial debt paid by the Metropolis and
- 153 -
the deficits of the colonial governments covered by the Metropolitan budget.
The subsidies granted to shipping companies which sail regularly to the Colonies
under special provisions in the contracts with the government were, as has been said,
included in this category of expenditure.
OTHER ItOS-S" TSCITIED; Some minor items of expenditure which did not seem adequately
iincluded in the categories described above, such as the subsidies to the dioceses
and to parishes during the monarchic regime and the actual subsidies for the con¬
struction of churches, special commemoration cereironies, and condensation to
individuals or institutions for inconveniences caused by State action, and which did
not result from the undertaking of ary of the mentioned functions, were reunited in
a residual category of "other men-specified'.'.
7. Classification of hxoen&ltore by Lconondc Categories.
The only distinctions made in the classification by economic categories were
between "expenditures on goods and services" and "transfers", on the one hand, and.
on expen&itores on current and capital accounts, on the other. Thus, four different
economic categories were formed; Current expend!tures on goods and services, capital
expenditures on goods and services, current transfers, and capital transfers. The
criteria followed in the establishment of these distinctions were, as far as possible,
those recognised, by national accounting conventions.
Therefore, we considered as transfers those outgoings of the public authorities
which had no counterpart in the supply of goods or services by the recipients, i.e.,
those expenditures which represent mere flows of purchasing power* without being
accompanied by a corresponding movement of goods or services and which, in consequence
do not generate income. IIoY«ever, not only grants in money were classified as
transfers, but benefits given in kind, such as food distributed in public schools
- 159 -
free of charge, clothing for the poor, temporary sleeping accommodation for the
homeless, free medical services and the benefits of social insurance, either in
cash or in kind, were classified as transfers.
The interest of the national debt too, was considered as a transfer. However,
the interest of the ctebt of the local governments was classified as an expenditure on
goods and services and distributed among the different functions according to the
purpose of the loans from which it resulted. This difference of criteria can be
debated but, in addition to the impossibility of establishing a relation between
the interest of the national debt and the purposes of the loans, there is the fact
that the major part of it was contracted for defence and other non-productive ends.
This is also the procedure more commonly followed in national accountancy.
As capital transfers were classified those transfers which, materialised as
capital formation outside the public sector: either in the private sector or in the
colonies. Government grants to hospitals, to charitable institutions, to the
church, or to the colonial governments, with a specified purpose of helping construc¬
tion or equipping services were considered capital transfers. So were the subsidies
for railways construction and other capital ..rejects in the colonics and the partic¬
ipation of the State in schemes of housing and capital grants to farmers to cover
part of the cost of agricultural works, suck as silos, farm steadings and. irrigation
projects.
The subsidies to the colonial governments to cover their deficits, though the
expenditure which produced those deficits have certainly included a certain amount
of capital expenditure, was classified as a current transfer: so was the interest
on loans contracted by the colonies and railways companies which the State had to
pay, although many of them corresponded to loans contracted for capital purposes.
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la the distribution of the expenditures on goods and services between current
and capital accounts the criterion followed was th t of considering as capital
ex enditure only those expenditures which resulted in capital for ation of a
material character inside the public sector* Thus, all the expenditures on
services, i.e., on non-material goods, unless they were part of a project of
capital formation (such as the transportation of materials for construction, projects
of works, etc.), were classified as current expenditure. Construction and equipment
for the use of military forces (with the exception of dwellings for the military
staffs and their families, and the construction of military factories and hospitals)
were also considered as current expenditure. Expenditure on the repair and conser¬
vation of public buildings, the purchase of furniture and office equipment were also
classified under the current account. Works of amplification and transformation of
old buildings for new purposes, however, when they could be identified as such, were
considered as capital expenditure,
We believe we have been consistent with the concept of capital formation
commonly accepted in national income calculations. The amount of capital expend¬
iture presented in our figures does not correspond, however, to the contribution of
the public sector to the capital formation of the country, since it includes not
only new construction and other new capital formation, but also the transfer of
capital from the private to the public sector, as in the case of the acquisition of
existing buildings and other property.
SOURCES USED.
I. - General.
All references to the sources used in the construction of the different tables
are made here.
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Where no particular is sue of a periodical publication is indicated, it is
understood that various issues of it have been used as a source for the data
concerned.
In cases where no official figures were available or their distribution
among economic or functional categories was not possible due to lack of details,
estimates were made. These estimates, however, unless they merely affected items
without relevance for the totals concerned, are indicated and the methods used are
described.
Slight discrepancies between constituent items and the totals shown in the
tables are due to rounding.
The tables which present the distribution of the expenditure of local govern¬
ments by functions and by economic categories only give percentages. The absolute
amounts were not pr sented in the tables by the sake of compressing the relevant
information in as small and short tables as possible. Since these percentages are
the result of direct calculations on the basis of the data presented in the source
indicated for their construction - the "Estatisticas Financeiras" - it seemed that
the inclusion of the absolute amounts of expenditure would not add anything to the
discussion of the composition of local expenditures (which was the relevant problem).
Table I.
1) Expenditure of the Central Government:
(a) Expenditure appearing in the "unitary" budget of the central government:
for the years 1899-1900 to 1907-1908 - "Orjamento Geral do Estado" of the
years concerned; for the period 1908-1909 to 1930-1931 - "Conta Geral do
Estado"; for the period 1930-1931 to 1957 - "Estatisticas Financeiras";
for 1958, "Gonta Geral do Estado" of 1958.
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(b) Expenditure of the bodies not included in trie central budget:
- Social insurance: "Bstatisticas da Qrganizacao Corporativa
e Previdencia Social".
- Fundo de Socorro Social (Fund of Social Relief); Pundo de
Abastecimento (Board of Supply); and Commissariado do Desem-
prego (Commissariat of Unemployment) - annual accounts of
these bodies.
- Pundo de Foinento de Exportacao (Board of Export Promotion)
and Administracao Geral do Porto de Lisboa (General Adminis¬
tration of the harbour of Lisbon) - data kindly supplied by
the boards of administration.
- Administration of the harbour of Oporto and other harbours -
for the period of 1899-1900 to 1920-1921, data presented in
the "Conta Geral do Estado"; for the period 1920-1921 to 1952 -
estimates on the assumption that the expenditures on capital
formation of these harbours form the same proportion of total
expenditures as those of the harbour of Lisbon. Total expend¬
itures vie.. e collected from the preamble to the "Qrcamento Geral
>
do Estado"; for the period 1952-1958 and for the harbour of #
Oporto, data kindly supplied by the Board of the Administration
of that harbour; for the other harbours estimates on the same
basis of the period up to 1952.
- Post Office - for the period 1899-1900 to 1920-1921 data collected
from the "Conta Geral do Estado"; for the period 1920-1921 to 1944 -
data kindly supplied by the General Administration of the Fbst
Office; for the period 1944-1958 - "Anuario das C.T.T." 1958,
Table No. 137, p. 127.
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- Organismos de Coordenacao Economics. (Boards of Economic Co¬
ordination)- for the period 1933 to 1949, estimates; for
1949-1951 - preamble of the "Orcamento Geral do Estado";
for 1952-1958, reports of the Minister of Finance to the
annual accounts of the Treasury,
2) Price Index: For the period 1900-1913 - "Boletim ensal do
Instituto Nacional de Estatistica", Septenber 1948, p. 51?;
for the period 1913-1958 - "Anuario Estatistico",
Table II,
1) Expenditures and index numbers: the sources used for Table I,
2) Population: "Anuario Demografico".
Table III.
1) Expenditure of the local governments: "Estatisticas Financeiras",
2) Index numbers: The third of the indexes described in the methods
employed for deflating our figures, i.e., the simple index of the
General Direction of Statistics, continued by the National Institute
of Statistics, The source was the "Anuario Estatistico".
Table IV.
The same sources used in Tables I, and III.
Table 7.
For the years 1928-1929 and 1929-1930 the data were taken from the
preamble of the "Orcamento Geral do Estado"; for the remaining







Same sources as those used in Tables I. and II.
Table IX.
Same sources as used in Tables I. and II.
Table X.
Same sources as those used in Tables I. and II,
Table XI.






1) Gross National Product: For the years 1938 and 1947 to 1951 -
O.E.E.C., "General Statistics"; for the years 1952 to 1958 -
"Estatisticas Financeiras", 1958.
2) Public expenditures (expenditures of the central and local
governments together): for the expenditures of the central
government saiae sources as those used in Table I. For the
expenditures of the local governments "Estatisticas Financeiras".
Hie "Orcarasnto Geral do Estado" and "Conta Geral do Estado" are publications
of the Ministry of Binance; "Kstatisticas Financeiras", "Anuario Estatistico",
"Anuario Demografico" and "Estatisticas da Organiaa^ao Corporativa e de Previdencia
Social", are publications of the National Institute of Statistics.
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